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Throughout most of human history, justice has been perceived as an extremely
important virtue. The primary objective of this study is to investigate the meaning of
justice with a focus on a particular subject—pricing, specifically as it pertains to
healthcare. In addition to the primary goal, there are also some secondary objectives:
uncovering the procedure of healthcare pricing, revealing the role of government in
achieving justice of healthcare pricing, and identifying the influential factors that affect
the formation of people’s understanding of justice regarding healthcare pricing.
The findings indicate that the equity perspective and the perspective of the need
principle have substantial influence on the formation of people’s understanding of justice
with regard to healthcare pricing. From the equity perspective, people believe that a just
healthcare pricing should be reasonably based on cost. From the need principle
perspective, people believe that just healthcare pricing should guarantee the affordability
of healthcare, especially basic care. In regard to the role of government, a majority of
participants believe that the government-market mixed mechanism is the most just
pricing mechanism and government should play the role of a regulator. Government

interventions should strive toward assisting the spontaneous forces of the market
competition. Finally, findings in this study state that the participants’ general belief of
distributive justice exerts a significant effect upon their understanding of justice
regarding healthcare pricing. However, there is no one-to-one correspondence between
these two. These findings prove that people have the tendency to treat healthcare as a
special good and view justice of healthcare pricing as a particular subject to which the
general belief of distributive justice may not be applicable.
By focusing on justice of healthcare pricing, this study bridges the research gap
and contributes to the literature on ethical study of pricing. The identifications of the
popularly shared understanding of justice regarding healthcare pricing and the proper role
of government provide important reference information to governments and policy
makers, enlightening people with new solutions to some pressing healthcare issues.
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CHAPTER I
INTRODUCTION

Throughout most of human history, justice has been perceived as an extremely
important virtue. As Plato illustrated, justice is the finest good which we achieve both for
its own sake and what comes from it. (Plato & translated by Grube, Republic, 1992, p.
34) On the one hand, we see that justice provides broad coverage to most social subjects;
on the other hand, we see that some subjects are not often contingent on a discussion and
evaluation of justice. Pricing is one of them. The purpose of this study is to inspire people
to look at and think about pricing from a new perspective—the perspective of justice.
People’s consideration of price has two common patterns. Firstly, people have the
tendency to focus on price level rather than pricing procedure. They forget that the prices
are the products of pricing. Secondly, people perceive the pricing as a pure economic
subject which is only considered and evaluated from an economic standpoint. From the
economic perspective, pricing emphasizes efficiency and profit maximization. People
forget that we can always perceive and consider issues from different angles. Pricing
could also be concerned and evaluated within the justice domain. For instance, people
prefer market pricing to government pricing. Among the advocators, some ones, from the
economic perspective, believe that market is the best way to achieve efficient pricing.
However, others may support the market mechanism based on their libertarian
perspective concerning justice. They believe that government pricing is unjust due to
1

invasion of individual sovereignty. Although consensus can sometimes breached despite
differences in perspective, these different view points often cause divergences. This study
is not a critique to economic thought. Instead, this study aims to inform people of
perspectives, other than the economic, that impact pricing. When pricing is conducted not
for achieving economic benefits, like efficiency or profit, but for moral rightness, or
justice, many things will be different.
More precisely, the primary objective of this study is to investigate the meaning
of justice with a focus on a particular subject—pricing, specifically as it pertains to
healthcare. It strives toward uncovering the justice reason beneath the policy preferences
regarding healthcare pricing. Through this study, the author hopes to provide an
important reference to future healthcare policy-making and enlighten people with new
solutions to some pressing healthcare issues.
Healthcare is important. It is about our quality of life. The satisfaction of
healthcare demand can not be substituted by satisfaction of other demands. As one of the
primary goals of human life, people usually have higher moral expectation concerning
the distribution of healthcare. Martin Luther King has stated that “Of all the forms of
inequality, injustice in healthcare is the most shocking and inhumane.” (Beckford, 2010,
p. 42) People may tolerate significant inequality in the distribution of other social goods,
while perceiving equality in healthcare distribution as a necessity. (Daniels, 1981)
Though people, in general, may reject the Marxist principle of distribution based on need,
they may perceive an acceptability when that concept is applied to healthcare. (Daniels,
2008, p. 18) Healthcare has many special features. Unlike many other primary goods,
such as food, for which people usually require to have equal satisfaction of the basic
2

demand, the demand of healthcare and the perception of the importance of healthcare
differ across individuals who have different health statuses. Healthcare may not be
needed by every person, but, for the needy, it is extremely important. Due to its
importance and specialty, there are always debates concerning which distribution
principle we should adopt in order to guide the distribution of healthcare. It is worth a
study of justice within the context of healthcare. Moreover, in a healthcare system where
healthcare demands are satisfied through market exchange, a study of justice regarding
pricing is essential.
1.1

Value of study
Firstly, this study is valuable for shedding light on an ignored issue—the moral

importance of pricing. Price is a well recognized fundamental economic element. In the
shadow of economic dominance, the moral importance of pricing is easily overlooked.
Today, market exchange plays a profound role in economic and social distribution. Price
stands in the center of the exchange and determines how much people can afford to enjoy
the necessities, conveniences, and amusements of human life. Whether the price is justly
set or not, to a great extent, affects the overall distributive justice. In addition to its
economic importance, price has a moral importance which is worth considering in the
deliberation of price setting. On the one hand, more pricing studies from a justice based
perspective are needed. On the other hand, the literature review indicates a lack of
normative studies of pricing. With a focus on pricing justice, this study contributes to
filling the existing research gap.

3

Secondly, this study, from a new perspective, enlightens people with solutions for
some pressing healthcare issues. When we consider American healthcare system, some
pressing issues come to mind, for instance, the high healthcare cost, the low insurance
population coverage, the inequality of healthcare access, and so on. People have a
tendency to believe that these issues are mainly caused by demand-driven high healthcare
cost. Consequently, the strategy development, on the one hand, focuses on cost control,
but on the other hand, it strives to satisfy the immediate healthcare demand through
welfare solutions. Few people place emphasis on healthcare price and healthcare pricing.
If we evaluate these issues thoroughly, we may find that a lot of the issues are the
byproducts of unjust healthcare pricing.
In the United States, healthcare distribution heavily relies on private provision and
the decentralized market mechanism. American health prices are featured at a high price
level, great price variance, and severe price discrimination. In American healthcare
markets, with great industry concentration, healthcare providers and insurers have more
market power in comparison with the public healthcare consumers. On the one hand, the
providers’ preferences of a high price are better transferred into the final price. On the
other hand, due to the ease of a cost shift, insurers lack incentives for an aggressive price
negotiation. As a result, healthcare prices are higher in America than they are in most
other developed countries. The high price contributes to the high cost. With the high cost,
the government and employer sponsors hesitate to expand their insurance coverage.
Without insurance or with low quality insurance coverage, people face a large financial
burden and hesitate to access to healthcare. In addition, a great price variance and severe
price discrimination are also the natural products of the price negotiation and incomplete
4

market competition. The insurers who have more market power can get a lower
negotiation price. All the insurants who are associated with these insurers benefit from
the low price. Conversely, the insurers who have little market power get a high price and
their insurants pay more. For the same service or product, healthcare providers charge
different customers differently. They, usually, charge Medicaid and Medicare enrollees a
lower price, then shift cost by charging a higher price to the privately insured or
uninsured patients.
To a great extent, people perceive that the market pricing mechanism is fair in
consideration of most goods. Usually, we may think that it is reasonable for sellers to
charge a high price if the demand of the products exceeds the supply. In regard to
healthcare, an unaffordable high price, though it is a natural product of the market
mechanism, appears unacceptable. When we think about purchasing some other goods,
no matter if it is a car or a can of tomato, it is normal to see some price variance across
different sellers, and it is acceptable for sellers to charge a lower price to the member
customers and a higher price to the non-member customers. However, when we think
about healthcare, the price variance and the price discrimination, which are the popular
product of the market mechanism, become intolerable and are perceived as unfairness.
Being consistent with the high moral expectation concerning healthcare distribution,
people also have a high moral expectation with regard to healthcare pricing. In this
respect, it is important for us to identify the meaning of justice regarding healthcare
pricing, allowing us to adopt a just pricing mechanism.
Moreover, in a political sense, this study is valuable. Governments have a
responsibility in achieving and maintain social justice. The understating of justice is the
5

basis of governance. This study strives to identify the popularly shared understanding of
justice. However, it does not assume that truth is what the majority believes and does not
attempt to define justice based on what the majority understands. Instead, this study
argues that the common understanding of justice is valuable, especially for governance
and policy making. If we compare government to a guide who tries to give direction to
his citizens through governance or policy, this guide needs to know at least two things:
where we will go and where we are. This study spends more time addressing “where we
are”. To be good guides, governments should not only know the ultimate goal that they
and their citizens should achieve, but also where their citizens are. Governments are
encouraged to inform the citizen with regard to the ultimate goal that the society should
strive for. More important, governments should develop their leadership and conduct
their governance based on a full realization of the current understanding of the citizens
regarding the ultimate goal. In this respect, this study is valuable because it identifies the
public cognition of justice that provides an important reference for governance.
1.2

Conceptual framework of this study
The identification of the meaning of justice concerning healthcare pricing is

achieved step by step. In the first place, the author starts with an investigation of the
meaning of the concept of definition. In the second place, the author gives an exploration
to the definition of justice. An understanding of the concept of definition provides
guidance to the investigation of meanings and features of justice. On this basis, the author
further extends the justice discussion to pricing and healthcare pricing.

6

1.2.1

Concept of definition
People with different worldviews hardly achieve agreement concerning the

concept of definition. Positivists view definition as the reflection of reality. It is objective
and universal. Post-positivists propose the objectivity of definition but deny the
universality of definition. For them, definition is context dependent and plural in form.
Constructivists reject both the objectivity and universality of definition. Constructivists
perceive the definition as a human creation which has great flexibility and plurality.
Therefore, one of the fundamental differences between conflicting worldviews focuses on
whether the definition is universal or plural? Whether the definition is featured as
certainty or flexibility? The author perceives a possibility of coexistence of the
universality and plurality of definition. The author achieves the harmony between
universality and plurality by categorizing definition into two classes: the theoretical
definition and the phronetic definition.
The theoretical definition describes a general abstract sense of an object or word
which, to a large extent, is shared by most human beings. It is the knowledge that may be
inherent in our mind or recorded in a dictionary or a textbook. The theoretical definition
is represented as universal and certain. The phronetic definition is derived from practical
wisdom and is applied in everyday practice. If the theoretical definition functions as
universal knowledge, the phronetic definition functions as a means of communication and
enjoys both plurality and flexibility. Many factors affect the development of phronetic
definition, such as communication circumstances, the themes for discussion, the
knowledge base, the value perspectives, and so on. All the factors randomly combine
with each other to form a variety of practical contexts. For one particular thing, there may
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be plural phronetic definitions across different contexts, making context identification an
important element in the development of phronetic definition.
Both the theoretical definition and phronetic definition are important. The
theoretical definition is the base of knowledge and communication. It is the original stand
of all the diverse phronetic definitions. The phronetic definition is a critical tool. By
understanding it, we can efficiently and effectively communicate with people. Due to the
importance, the author investigates the definition of justice by giving an exploration to
both the theoretical definition and the phronetic definition of justice.
1.2.2

Definition of justice
The development of the theoretical definition of justice is based on the

identification of the genus and differentia of justice. Justice belongs to the genus of
morality. Morality, as a broader concept, indicates both goodness and rightness. Justice
addresses the issue of rightness. In addition, morality defines moral duties that we owe
both to others and to ourselves while justice emphasizes only the moral duties that we
owe others. Moreover, morality takes all kinds of human matters into consideration.
However, justice only deals with human affairs that have the highest importance or could
generate critical impact on other individuals or the society as a whole. In summary, the
theoretical definition of justice is stated as moral righteousness that judges and governs
the most important interpersonal relationships and duties that we owe others.
The phronetic definition of justice has special features. Firstly, justice is an
abstract philosophical and political concept. The phronetic definition of justice is
primarily affected by value perspectives and political contexts. The plural phronetic
definitions of justice are developed by involving many philosophical values, for example,
8

the equality, equity, libertarian, liberal value perspectives, and need principle. In
consideration of the political context, there is a great diversity regarding the meaning of
justice across different political jurisdictions. Consequently, the phronetic definition of
justice enjoys a great plurality across different contexts. Secondly, within a particular
political context, it is necessary to have a certain and integrated definition of justice to
guide collective behaviors and decision making. In the best situation, we expect that this
integrated consciousness could be established based on a voluntary consensus. However,
if we cannot achieve the consensus, we still need to establish and maintain the integrated
consciousness through certain compulsory means. Therefore, besides plurality, the
phronetic definition of justice has the features of integration and coercion.
The integrated phronetic definition of justice could be achieved based on a full
respect for the cognitive capability of the public and the plurality of human
consciousness. The public understanding of justice is valuable in a political sense. In the
first place, the public understanding is a reliable source of wisdom for the identification
of the integrated definition of justice. In the second place, respecting and wisely coping
with public understanding of justice could assure the effectiveness and stability of
governance. Due to its importance, this study focuses on the phronetic definition of
justice. Particularly, it aims at uncovering the phronetic definition of justice regarding a
specific theme—pricing, in a particular social sphere—healthcare. Moreover, the
investigation places an emphasis on the public understanding regarding this particular
phronetic definition of justice.
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1.2.3

The meaning of justice of pricing
In the ancient time, ethics and morality held more weight where pricing was

concerned. The concept of just price has root with the Christian hostility to capital and
profit. The traditional concept of just price emphasizes equity. The price should reflect
the value of the goods. The profit is only for life sustainment and restricted development
of the producers and their families. As society enters the modern era, the ethical
consideration and moral precepts regarding price are gradually losing their influence and
power. Instead, the study of price falls under the field of economics. The current ethical
study of price focuses more on the price level than price setting. In addition, many studies
are conducted for the benefits of businesses. Rather than striving for unveiling the real
meaning of price justice, they care more about how public perception of price justice
affects business.
This justice study focuses on pricing. Since justice is a popular discussion topic of
philosophy and politics, people’s understanding of the pricing justice is more likely to be
influenced by their value perspectives. Based on the literature review, the author
identified some major influential value perspectives, including equality and equity,
fairness, libertarianism, and liberalism. From these different perspectives, the author
explores the possible means of attaining pricing justice.
In regard to price setting, people with equality perspective may propose equal
capability of price setting. A just price setting mechanism is the one that can ensure
parties involved in an exchange have equal capability to make a claim and transfer their
price preference into price. The equity perspective argues for an equivalent relationship
between price and the value of the products or services. The essence of fairness
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perspective emphasizes unbiasedness. A just price setting should avoid price
discrimination. In other words, a just pricing charges different people the same price for
the same goods. Libertarianism advocates a full scheme of liberty and privacy. People
who agree with Nozick’s libertarian idea may expect to have the full liberty of claiming
their price preference. The just price is the one that people are willing to pay or accept in
the absence of force or fraud. The inequality in price setting is acceptable as long as the
inequality is derived based on the acquisition justice and transfer justice. Finally, from
Rawls’ liberalism perspective, just price setting procedure is the one that can ensure an
equal scheme of liberty for each individual in claiming his/her price preference. The
inequality of price setting is acceptable only if it can enable the least advantaged be in a
better position than they would be in any other society. In general, the value of this
exploration is to help us recognize the plurality of definition of justice in the context of
price setting and provide guidance for the further investigation of the definition of justice
regarding healthcare pricing.
1.2.4

The definition of justice in concern of healthcare pricing
Based on a thorough investigation of the definition of justice in general and the

definition of pricing justice, this justice study finally focuses on healthcare pricing.
Besides all the value perspectives that the author discussed above, healthcare tends to
bring another value perspective, the human need and human right, into consideration.
Nowadays, with booming economic development, many basic demands have been met.
Healthcare is moving into the basic need hierarchy and is widely recognized as a basic
human right. From the perspective of the need principle, people may expect that
healthcare pricing should assure the affordability of the necessary healthcare services and
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goods. In so doing, the access to these services and goods could be based on need rather
than affordability.
1.3
1.3.1

Study objective, research questions, and research method
Research questions
The primary objective of this study is to investigate the meaning of justice

regarding healthcare pricing. In addition to the primary goal, there are also some
secondary objectives: uncovering the procedure of healthcare price setting, revealing the
proper role of government in achieving justice of healthcare pricing, and identifying the
influential factors that affect the formation of people’s understanding of justice regarding
healthcare pricing. The research questions are stated as follows
Research question 1: What is the meaning of justice regarding healthcare pricing?
Research question 2: How are prices set in American healthcare system?
Research question 3: What is the proper role of government in achieving justice
with regard to healthcare pricing?
Research question 4: What are the influential factors that affect people’s
understanding of justice regarding healthcare pricing?
1.3.2

Research method: Mixed methods case study
This case study answers these broad research questions with a focus on the state

of Mississippi. Within this case study, the qualitative method and quantitative method are
integrated with an adoption of the concurrent nested strategy. Since the key research
question, what is the meaning of justice in concern of healthcare pricing, is a typical
research question for a phenomenological study, the phenomenological qualitative
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method is defined as the predominant method which guides the study to find the answer
for the key research question. Meanwhile, the quantitative method, including both
descriptive statistic analysis and inferential statistic analysis, is embedded to enrich the
description and uncover the causal relationship between people’s understanding of justice
regarding healthcare pricing and some influential factors. This case study, on the one
hand, could be perceived as an independent study which is meaningful and valuable for
the state being studied. On the other hand, it is also designed as an initial study aimed at
reducing the knowledge gap in order to make preparations for a future study with a larger
scope.
1.4

Organization of the study
The author organizes this study into eight chapters. The author uses three chapters

to outline the conceptual framework of this study. The second chapter of this study
investigates the concept of definition and the meaning of justice. The primary focus of
this study is the phronetic definition of justice. The phronetic definition is context
dependent. The author uses chapter III and chapter IV to make a clarification to the
contexts of this justice study. Chapter III investigates the meaning of justice within the
context of price setting. In this chapter, the author illustrates why we need to involve the
consideration of justice in regard to pricing. In addition, the author identifies that, as an
abstract philosophical and political topic, the understanding of justice is heavily
influenced by people’s value perspectives. From different value perspectives, the author
explores the possible understanding of the definition of pricing justice. The fourth chapter
extends the discussion into the context of healthcare pricing. The author’s analysis gives
an exploration to the special features of healthcare and people’s high moral expectations
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regarding healthcare distribution and healthcare pricing. In so doing, the author indicates
both the importance of justice for healthcare pricing and the value of this study.
Moreover, the author further highlights the value of this study by linking healthcare
pricing with some of the most pressing issues of the American healthcare system and
states that we may better solve these issues with the achievement of just healthcare
pricing. The purpose of the fifth chapter is to introduce the research design and research
method of this study. The author uses the following three chapters to present her research
findings and give answers to the research questions. The chapter VI describes how prices
are set in American healthcare system. The chapter VII unveils the public understanding
of the meaning of justice regarding healthcare pricing. The chapter VIII reveals the most
popularly shared understanding regarding the role of government in achieving justice of
healthcare pricing.
1.5

Important findings of the study
1. The healthcare pricing procedure is extremely complicated. Taken at face value,

the healthcare pricing appears to be separated among different insurance programs. In
reality, pricing in different insurance programs are associated with each other.
2. Based on the data collected in this study, healthcare insurers and governments
are identified as the most influential parties in healthcare pricing. However, further
analysis indicates that there may be some misperceptions. Briefly, the powerhouse maybe
not as powerful as most people think and the ciphers may be not as weak as we believe.
In practice, governments’ decision making faces huge pressure from healthcare industry
lobbying. In addition, as governments increasingly depend on the private healthcare
providers and insurers to carry out healthcare and administrative services, they will need
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to compromise to industry and their partners’ interests in making a healthcare pricing
decision. The private health insurer was once the dominant in the private healthcare
market. Nowadays, with the change of market structure, the balance of market power is
gradually shifting in favor of providers. In many markets, especially in the markets where
there are some large healthcare providers, the private insurers do not have absolute
dominion over the healthcare providers.
Compared with other parties, healthcare providers and the public end-users are
more likely to be viewed as the parties who have less or no influence on healthcare
pricing. However, healthcare providers can affect healthcare pricing through many ways:
expert influence, information influence, political influence, and market influence. It is
true that the public is a “rationally ignorant” and almost completely absent from the
healthcare pricing. Besides some well recognized reasons for the public’s absence, such
as price insensitivity caused by third party intervention and incapability due to lack of
medical knowledge, this study illustrates another important reason: the passive attitude
toward healthcare pricing. Public end-users’ desires and attempts of knowing and
negotiating prices will render information to policy makers and put pressure on health
insurers and healthcare providers. If the public end-users can better understand their
rights as customers, they could become more influential than ever before.
3. This study illustrates that the equity perspective and the perspective of the need
principle have substantial influence on the formation of people’s understanding of justice
with regard to healthcare pricing. Respectively, around 46% and 32% of participants rank
definitions of justice regarding healthcare pricing derived from the equity perspective and
need principle perspective the highest priority. From the equity perspective, cost is the
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most important reference. People believe that a just healthcare pricing should be
reasonably based on cost. Compared with pricing in other markets, people have a
tendency to place a restriction on healthcare providers’ profit margin. From the need
principle perspective, a considerable amount of people believe that just healthcare pricing
should guarantee the affordability of healthcare, especially basic care. In addition, rather
than call for a low price, many participants propose to achieve affordability through tiers
of care and tiers of prices.
4. The participants’ general belief of distributive justice exerts a significant effect
upon their understanding of justice regarding healthcare pricing. However, there is no
one-to-one correspondence between these two. In other words, the value perspectives that
lay beneath people’s general belief of distributive justice and their understanding of
justice regarding healthcare pricing are inconsistent. For instance, people who, in general,
adhere to a libertarian perspective regarding distributive justice may take equity, need
principle or other value perspectives into consideration when forming their understanding
of justice regarding healthcare pricing. This finding further proves that people have the
tendency to treat healthcare as a special good and view justice of healthcare pricing as a
particular subject to which the general belief of distributive justice may not be applicable.
It is reasonable and meaningful to conduct an investigation into the meaning of justice
within this particular social sphere—healthcare.
5. A majority of participants (about 59%) believe that neither government pricing
nor market pricing can achieve pricing justice by itself. The government-market mixed
mechanism is the most just pricing mechanism which can, to the greatest extent, secure
the justice of healthcare pricing.
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6. Findings in this study confirm the necessity of government action in achieving
justice of healthcare pricing. Though there are some dissenting voices, the further
investigation into the reasons against governmental intervention reveals that most
objections are raised against the poor performance of government intervention rather than
the necessity of the government intervention.
7. Regarding what kind of role the government should play in achieving justice of
healthcare pricing, data collected in this study demonstrates that the majority of
participants (about 66%) believe that government should play the role of a regulator. Few
people (about 1.4%) believe government should directly set the prices. Around 13% of
participants say that the government should be a competitor who directly provides health
care services, products, and insurance, raising the competition in health care markets. In
this respect, findings in this study indicate that the majority opinion about the proper role
of government in achieving justice of healthcare pricing is inclined to a libertarian
perspective which proposes to make the best possible use of the forces of competition. In
regard to pricing, to an even greater extent, libertarians propose market mechanism and
oppose government pricing. Rather than replacing the function of market, government
intervention should aim at assisting the spontaneous forces of the market competition.
Correspondingly, the author’s analysis further unveils that the perfect competitive
market is the ideal mechanism through which economic efficiency and justice could be
attained simultaneously. Therefore, the author argues that the proper government
intervention is not to replace the function of market. Instead, it is to boost the market to
its ideal status.
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8. With the identification of the proper role of government, the author proposes
that the development of intervention strategies should emphasize the satisfaction of the
assumptions of perfect competition. Rather than being a price setter, governments should
work as a regulator or a competitor whose involvement strives toward improving the
performance of market mechanism. In order to raise the competition of the market and
improve pricing justice, there are many things that the government can do: increase
quantity of supply, standardize the services and billing system, inform public customers
with more price knowledge and information, and reduce barriers to entry into the
healthcare market.
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THE CONCEPT OF JUSTICE

The primary objective of this chapter is to identify the meaning and features of the
concept of justice. The author starts the inquiry with a discussion of ancient
investigations of justice. The ancient investigation of justice reveals that there are many
definitions of justice. And there are many ways to give a definition of justice. What is the
real meaning of justice? What is the correct way to give a definition of justice? Is there a
universal definition of justice? Or should the definition of justice should be plural in
form? In order to answer these questions and have a concrete understanding of the
concept of justice, the author initiates an inquiry into the definition of justice with an
investigation of the concept of definition. On that basis, the author further gives a
systematic exploration to the concept of justice.
2.1

Ancient investigation of justice
Justice is an eternal topic of human history. Many texts have been found that

illustrate a fascination with the idea of justice. For example, both Ancient China and
Ancient Greece produced texts that contribute to concepts of justice.
Generally, the investigation of justice in China can be traced back to Confucius
(551–479 BC) and Mencius (379 - 289 BC). Both are considered the leading
philosophers of Confucianism. The core ideas of Confucianism are summarized as ren,
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yi, li, zhi, xin. Among those, ren, yi, and li are closely related to justice. Ren, usually, is
translated to love, care, and humaneness. Both Confucius and Mencius believe that ren is
the primary virtue of human society. People should care of each other. The governors
should care their citizens. Family members should love each other. And people should
take care of the disadvantaged, for example, the poor, the old without children, and the
young without father. In addition, humaneness is also the fundamental political principle.
Confucius’s political philosophy attaches a great importance to people. He argues that
government has the responsibility to improve the economic well being of the people.
Government should consider the public trust extremely important. For government, the
public trust should be even more important than military and food.
Ancient China, like many other ancient societies, had a clear social hierarchy.
Though Confucius and Mencius support social equality, even proposing equal
opportunity of education and arguing that it is unwise to prevent certain social classes
from receiving education, in general, they accept the social stratifications and initial
social positions. This perspective is reflected in their ideas of li and yi. Li sometimes is
translated into English as etiquette. Li clarifies the canons of behavior in the most
important social activities: sacrificial ceremony, wedding, funeral ceremony, behavior in
the army, etc. Likewise, Yi could be translated as righteousness. Confucians believe that
each social class or social role has its moral obligations. Confucians identify many ethical
norms in order to judge the behavior and relations between different social roles, for
example, governor and the governed, parents and children, husband and wife, and so on.
Confucians believe that everyone should act in accordance with the virtues and ethical
norms associated with their social roles so that the society can achieve a harmony. To
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sum up, both Confucius and Mencius’s investigations focus on personal virtues which
teach people how to live a moral life. Both of them believe that people are naturally good.
By being informed with morality and ethical principles, people can behave virtuouslly.
Therefore, Confucian philosophers emphasize the role of education. They propose to
govern through moralization and civilization and oppose governance through coercion
and punishment.(Chan J. , 2001)
Besides Confucianism, Taoism is another influential Chinese traditional school of
philosophy. Laozi claimed that there is an underlying force called Dao which is the
dynamic source of formation and transformation of all things. In other words, Dao is the
law of nature and it has its own regularity. Human will achieve harmony if all things
form and change purely based on Dao. Within Dao, the existence and change of
everything are correlated. Things with differences may not necessarily contradict with
each other. Two contradictory things do not necessarily conflict. Things can complement
each other to achieve integration. For instance, the existence of good is due to the
existence of evil. The existence and change of good and evil should be determined by
Dao. If we fight hard to eliminate evil, we will also harm good by breaking the harmony
between the two.(Liu, 1995) In this regard Laozi argues that humans can achieve and
maintain a harmony merely through respecting and following Dao rather than self–
cultivation. In a political sense, Laozi proposes ‘wu wei er zhi’ which literally means
governing by doing nothing. In fact, Laozi believes that human interference wreck the
Dao and cause disharmony. The wise way of governing is to govern with minimum
intervention. Since Laozi’s political philosophy weakens the importance of government,
it was not esteemed very much by the Chinese government. Thus, it has never been
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perceived as China’s main philosophical school of thought. Even so, Laozi had many
followers. No one will ignore his contribution and effect on Chinese culture. (Chan A. ,
2012)
Both Confucianism and Taoism oppose achieving righteousness through ruling
and coercion. They encourage either little to no political intervention and legislation.
However, we cannot deny that justice, compared with morality, has a greater element of
compulsion. It has closer relationship with politics and legislation. In this respect, the
investigation of Confucianism and Taoism rests on a moral level rather than a justice
level.
Regarding the investigation of justice in ancient China, from my point of view,
another Chinese philosopher, Xunzi ((approx. 340 - 245 BC), deserves more credit.
Though Xunzi counts himself a follower of Confucius, his philosophy has dramatic
differences from the classical Confucian beliefs. The classical Confucians believe that
people are naturally good. Xunzi believes that people are naturally evil and are borne
with all kinds of desires. The pursuit of the desires is endless. The endless pursuit of
desires is the source of fights and disorder. Unlike Confucius, Xunzi emphasizes the
importance of ruling. He argues that it is important for government to inform citizens of
the universal definition of right and wrong through rules. On the one hand, Xunzi,
standing with the classic Confucians, emphasizes that a clearly defined social
stratification and social status is necessary for the stability of the society. On the other
hand, Xunzi argues that the social hierarchies are not fixed. He also proposes fairness in
the selection of government officials, arguing that the regruitment of officials should be
based on merit and capability rather than social background. (Xunzi,Book 9) Xunzi’s
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philosophy has understandably influenced his students, Li, si and Han, feizi, both of
whom are widely recognized as the founders of legalism, another major school of
philosophy that has had profound effects on the development of Chinese politics and
legal systems. In summary, though different schools of philosophy hold different
opinions on how to achieve justice, achieving justice, either through civilization or ruling,
to a great extent, most of the ancient Chinese philosophers reach an agreement on what is
justice. Justice is to be dutiful—to accept the social position and role into which a person
is born; this requires behavior in accordance with the virtues and ethical norms associated
with his or her social position and roles.
People who know two or more languages may notice that, a lot of times, it may be
impossible to find a term in translation that has the exact meaning as the original word,
especially for some abstract terms. I could be misled by my limited language knowledge,
but so far as I know, I cannot find a Chinese word that meaningfully equals to justice. In
this respect, it is hard for us to identify the accurate definition of justice through
reviewing the ancient Chinese philosophers’ investigation. In this respect, In this respect,
an examination of the philosophers of ancient Greece may be more helpful when
attempting to trace the historical roots of the definition of justice.
The history of justice study in ancient Greece can be traced back to Plato and
Aristotle. Before Plato, ancient philosophers are more likely to view justice as an
individual’s trait. Cephalous defines justice as “speaking the truth and repaying what one
has borrowed.” (Plato, 1992, p. 6) Simonies defines justice as “to give to each what is
owed to him.” (Plato, 1992, p. 6) Based on Simonies’ definition, Polemarchus further
defines justice as “to treat friends well and enemies badly.” (Plato, 1992, p. 7)
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Conversely, Plato defines from both an individual and a social level. (Sayers, 1999) From
the individual level, Plato believes that each individual has their “appointed places” in a
community. In another words, individuals have different duties or functions. There are
specific virtues associated with each function. Justice means that individuals do their duty
with virtue in their appointed place.(Barker, 1959, pp. 115-119) From the collective level,
Plato divides people into three natural classes: producers, soldiers, and guardians. For a
state, justice is the inner harmony of various classes, duties, and individuals. (Plato, 1992,
pp. 109-110) A just city is the one in which everyone must practice one of the
occupations which he is naturally best suited for. Every person of each class does his own
work and does not interfere with the duties of others. The guardians rule and judge
wisely. The soldiers preserve the lawful belief with their courage. And every member of
the city is moderate, sharing a common belief concerning who should rule and who
should be ruled. (Plato, 1992, pp. 103-107) Plato perceives justice as the sum of virtues.
He argues that the soul of an individual consists of three parts: appetite, reason, and spirit.
Justice is the harmony of all three parts within the self. (Sayers, 1999)
Aristotle views justice as a particular virtue or a branch of virtue. He divides
justice into two branches, distributive justice and corrective justice, or restorative justice.
Distributive justice is to secure the equality of distribution. The corrective justice is to
secure the” restoration of a lost equality”. (Barker, 1959, p. 339) Aristotle defines the
state as an association of equals. (Barker, 1959) For Aristotle, justice in the exchange
(transactions between man and man) requires each individual to have his or her due in
proportion to their contributions.(Barker, 1959) In regard to the distribution of the

24

common funds, justice would require distribute in accordance with the proportion of
contribution to the common funds. (Aristotle translated by Ross, 2009)
From the above discussion, we see that there are many historical definitions of
justice across the history of human investigation. From different levels, by focus on
different themes, and in different scope, people conduct investigations and form out their
understanding of justice. We see that justice has been defined either from the personal
level or the collective level. It has been used to judge either an individual or a state as a
whole. It also has been defined as many things, such as personal traits, action, rule, or
social structure. Moreover, some people, such as Plato, perceive justice as the sum of the
virtues. However, others, such as Aristotle, view justice as a particular virtue among
many human virtues. Then, we may ask what the real meaning of justice is? What is the
correct way to give a definition of justice? Is there a universal definition of justice? Or
should the definition of justice be plural in form? In order to answer these questions and
have a concrete understanding of the definition or meaning of justice, it is necessary for
us to start with an investigation of the concept of definition. The following section will
explore the concept of definition, including its meaning, types, functions, and defining
procedures.
2.2

The concept of definition
Definition is an essential concept of philosophy that has interested many

philosophers through out history. Philosophers, as well all people in general, have their
own belief system and thought patterns. These thought patterns are referred to as
paradigms, guiding thought and behavior. Due to the vast divergence of the philosophical
paradigms, there is a great variance, regarding the understanding of the concept of
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definition. In this respect, having knowledge about the major influential philosophical
paradigms contributes to a better understanding of the formation of the concept of
definition.
2.2.1

Philosophical paradigms that influent the formation of the concept of
definition
The major philosophical paradigms that affect the formation of the concept of

definition include positivism, post-positivism, constructivism. The categorization of these
philosophical paradigms is in accordance with their view on ontology (What is
reality?), epistemology (How do you know something?) and methodology (How do you
about finding out?)” 1
Positivism is a particular paradigm which argues that reality and truth exist
independently from the human consciousness. The truth and reality can be reached
through scientific method and tested by experimental testing. Meanwhile, to a large
extent, positivists propose universalism. They believe there is a single answer to a
particular research question. They propose universal principle and law.
The fundamental difference between positivism and post-positivism is in their
views of epistemology and methodology rather than their views of ontology. Postpositivists, in common with the positivists, believe in the existence of reality. Truth is
independent of the subjective perceptions of humans. It is grounded in the substance of
reality. Regarding epistemology, post-positivism accepts truth as elusive. Scientific
investigation or human experience is a field of unending growth. Rather than being
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universal, truth is a regulative idea which is achieved within a given context. Popper, for
example, argues that any truth should be open to conjecture and refutation. As he states,
“all theories are hypotheses; all may be overthrown”. (Demetrion, 2004, p. 29) The goal
of investigation is not to achieve universal truth but the better tested regulative idea or
closer approximation of the truth. Due to a perception that uncertainty is a trait of the
investigation of truth, post-positivists oppose universalism. Correspondingly, in regard to
methodology, post-positivists place extreme importance on context. A theory or a law is
only accepted with a clearly defined context. Any context free research design is
insufficient.
Constructivism is another major philosophical paradigm that is an alternative to
positivism and post-positivism. In general, constructivism criticizes both the objectivity
of reality and the objectivity of knowledge. The radical constructivists believe that reality
does not objectively exist. Instead, as Guba & Lincoln stated (1989) “realities are social
constructions of the mind, and that there exist as many such constructions as there are
individuals.” (Mills, Bonner, & and Francis, 2006, p. 43) Some other constructivists, such
as Piaget and Glasersfeld, focus on the objectivity of knowledge. They may accept the
objective existence of reality, but they are strongly against the objectivity of knowledge.
As Glasersfeld stated, “knowledge does not and cannot have the purpose of producing
representations of an independent reality, but instead has an adaptive function.” (Fosnot,
1996, p. 3) For them, knowledge is human creation rather than the representation or
observation of reality. Regarding the generation of knowledge, the human being is the
creator rather than nature. There are some other constructivists, such as Lock, who
believe that both human creation and natural reality have roles on the generation of
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knowledge. On the one hand Lock emphasizes experiences. External reality is the source
of basic, simple ideas. On the other hand, he also argues that humans have greater power
of creation concerning the new, complex ideas if they are based on an understanding of
the simple ones. (Phillips, 1995) Though based on different positions, like postpositivism, constructivism proposes the importance of the context and denies the
universal. According to Gergen’s constructivist thoughts, “knowledge is never abstract,
objective and absolute, but always concrete, situated and tied to human practice. There is
no Truth, only local truths.” (Alvesson, 2010, p. 30) The understanding of the knowledge
should be based on the understanding of the context within which the knowledge is
generated. The difference between constructivism and post-positivism can be found in
their views on the certainty of reality. Though post-positivism opposes universalism, it
accepts the existence of reality and truth. Though the universal truth is elusive, there is a
truth within a clarified context. Therefore, the post-positivists, though against the
universal certainty, still perceive a contextual certainty. Constructivists perceive reality or
knowledge as the products of mental creation which has the greatest flexibility and
plurality. In this regard, we can believe that constructivism, to a greater extent, opposes
certainty and supports plurality.
The above discussion briefly reviews some of the major philosophical paradigms.
We may notice that, in a particular time period, different philosophical paradigms
coexist. On the other hand, we also see that the strength of the voice advocating specific
paradigms shifts across different time periods. The philosophical paradigms, roughly,
show a pattern shift. Positivism maintains a prominent position across most of history.
However, positivism has encountered more and more resistance since the early 20th
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century. (Alvesson, 2010) The advocates of post-positivism and constructivism have
raised their voices. Human cognition has been experiencing a transition from rigor to
more tolerance of plurality. The paradigm shift shows an impact on the investigation of
the concept of definition. In the next section, the discussion will lead to an exploration of
the concept of definition. We will see that there is great variance in the understanding of
the concept of definition that is derived from the diverging philosophical beliefs.
2.2.2

Understanding of the concept of definition
Definition is a basic element of human language and human communication.

Definition tells people what it is. If there is a thing called A, without a definition of thing
A, we do not know whether a given thing is or is not A. Therefore, we do not know how
to achieve A. Due to its priority, definition has become an important area of studied since
ancient times.
2.2.2.1

Positivist view of definition
Positivism has a prevalent influence on the study of definition and is widely

accepted by most of the ancient philosophers. Socrates stated that definition is a “notion
telling the mark or sign of difference which distinguishes the thing in question from all
others”. (Sager, 2000, p. 19) Heinrich Richert in his book, the theory of definition,
illustrated that Plato made a great contribution to the development of definition. He made
the first attempt to classify and organize the knowledge system. To recognize a thing is to
assign it to its position in this knowledge system. Though Plato did not directly give a
definition to the concept of definition, his investigation laid the origin of the influential
idea that definition is the identification of genus and differentia. (Sager, 2000, p. 205)
29

Aristotle developed the first most influential definition of definition. In his book, Topic
(Book VI, (139a-151b)), Aristotle argues that to define is to signify the essence of a thing
by specifying its genus and differentia. Aristotle’s investigation emphasizes the method
of definition. According to Aristotle, definition is a process of division and
generalization. In brief, we define a species by signifying its distinct characteristics and
we define a genus by finding its common characteristics. In this respect, Aristotle,
standing with most ancient philosophers, holds a positivist perspective. (Sager, 2000)
From the positivist point of view, the definition is a reflection of reality.
According to Heinrich Richert, definition is the “means to true knowledge”. (Sager, 2000,
p. 205) With the perception of a concrete relationship between definition and reality, the
positivists also perceive that universality and certainty are features of definition. Aristotle
gives a study of the universality of definition in his book, Analytica Posteriora. Aristotle
believes that “every definition is always universal and commensurate.” (Sager, 2000, p.
43)
2.2.2.2

Post-positivist view of definition
With the rise in the criticism of positivism, the post-positivism and constructivism

views regarding conception of definition draw more and more attention. Kant, from a
post-positivist point of view, does not deny the relationship between definition and
reality. However, he doubts that people have the capability to recognize this relationship
and make a definition based on it. Kant questions whether or not it is necessary or
possible to have a philosophical definition. Firstly, he believes, even without a
philosophical definition, one still can understand well enough. Secondly, it is almost
impossible to have a complete philosophical definition. There are two reasons: 1) human
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beings limited by their cognitive capability cannot identify all the characteristics. It is
easy to have a wrong definition by omitting or misjudging some characteristics, and 2) a
universal definition is always derived through a process of abstraction. During the
abstraction, some characteristics could be ignored. And this ignorance will cause an
incorrect definition. (Kant, 1763) (Sager, 2000, p. 169)
2.2.2.3

Constructivist view of definition
In contrast to positivism, constructivism pulls the study of definition into another

extreme. Wittgenstein through out his life witnessed this dramatic change. The early
Wittgenstein held a relative positivist view on the themes of language and definition. He
recognizes a relationship between language and the real world. He perceives language as
the picture of reality. The later Wittgenstein, in contrast with and against his own early
thoughts, could be identified as a constructivist in terms of his understanding of language
and definition. His book, Philosophical Investigation, is the epitome of the later
Wittgenstein. In this book, Wittgenstein denies that there is a relation between language
and reality. To define, rather than illustrating the abstract linkage between a word and its
corresponding reality, is to describe “its use in the language”. (Wittgenstein, 1953, p.
20e) Wittgenstein rejects the universality of definition. In order to address the unfixedness and the countless plurality of language, Wittgenstein introduced the concept of
the “language game”, referring to “the speaking activity and form of life”. (Wittgenstein,
1953, p. 11e) The speaking activity described by Wittgenstein is governed by rules.
Likewise, there are many different language games, each with its own rules. Therefore, in
different language games, the same word could be interpreted differently according to
different rules. Wittgenstein emphasizes that the language game is defined by the “form
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of life”. In other words, language and concepts are formed and used within specific social
context. (Wittgenstein, 1953)
In addition to Wittgenstein, Locke and Mill also hold the constructivist view
regarding language and definition. According to Locke, a definition is always used to
signify sort of things rather than a particular thing. Locke emphasizes generality and
universality of definition. However, unlike most ancient philosophers who view
definitions as the reflection of reality, Locke argues that “General and Universal belongs
not to the real existence of things; but are the inventions and creations of the
understanding.” (Locke, 1689) (Sager, 2000, p. 126) Human beings create definitions for
their own uses. For instance, as Locke has mentioned, human beings define for th sake of
efficiency and convenience. Human beings define things and give a name to these things.
Then they do not need to describe all its genus and differentia every time they refer to
these things. Mill defines definition as “a proposition declaratory of the meaning of a
word, either the meaning which is bears in common acceptation, or that which the
speaker or writer, for the particular purpose of his discourse, intends to annex to it.”
(Mill, 1843) (Sager, 2000, p. 173) For Mill, an adequate definition may not be one that
declares the whole of the factual characteristics of a thing. Instead, it will be the one that
guides speakers to the correct use of the term. (Sager, 2000, p. 176) Generally speaking,
constructivists estrange definition from reality. For them, definition is a purely human
creation. It is a tool with which humans can consider and communicate their knowledge.
In this respect, constructivists perceive a more active role for human in the definition
process. Rather than being universal, definition is plural.
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In summary, positivism proposes the existence of reality and universalism. In
other words, language is a reflection of reality. To define is to indicate the essence of a
thing by specifying its genus and differentia. There should be a unique universal
definition for one thing. In other words, the definition is featured as certainty and
universality. Post-positivism accepts the existence of reality but opposes universalism,
truth functions as the regulative idea that can only be grasped within a certain time period
or under certain conditions. Language and definition are reflections of the reality. They
are context dependent. There is no universal definition. Constructivism rejects both
objectivity and universalism. For constructivists, reality does not objectively exist.
Language and definition are not reflections of reality. Instead, they are human creations
and subject to flexibility and plurality.
From the author’s perspective, the previous discussion shows a coexistence of
certainty and plurality in definition. On the one hand, we see that the rise of postpositivism and constructivism undermines the dominance of the conventional wisdom on
the universality of definition. More and more people perceive a plurality of definition. On
the other hand, we also see a prevalent influence of positivism on the idea of certainty. In
regard to the concept of definition, both post-positivists and constructivists have a
relatively moderate attitude; for instance, both perceive a certainty and a limited plurality
of the definition. Locke emphasized the certainty of common words. As he stated, “the
necessity of communication by language brings men to an agreement in the signification
of common words, within some tolerable latitude……. A man cannot be supposed wholly
ignorant of the ideas which are annexed to words by common use, in a language familiar
to him.” (Locke, 1689)(Sager, 2000, p. 137) Wittgenstein argues that language is featured
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as certainty rather than uncertainty. The use of language aims to trigger a corresponding
activity. That requires a certainty of language, because we can never expect a reaction
from an uncertain language. The language game is a rule-governed activity. These rules
are human agreement which make possible the formation of language and concept. Only
with this a agreement can humans communicate and understand each other. In this
respect, Wittgenstein believes that it is impossible and illogical to have a private
language. (Wittgenstein, 1953)
Even if our consideration is not as delicate as the philosophers’, we may still see
the coexistence of certainty and plurality of definition based on our life experiences. On
the one hand, we see that, within different contexts, the same word could contain
different meanings. When person A asks, “what do you use”, person B might answer “I
use apple”. Person B could be making an apple pie. In this case, apple means a kind of
fruit. In other cases, person B also could be the one who is working in front of a
computer. For him, apple means a particular brand of computer. On the other hand, we
feel a sense of commonness and certainty regarding definition. When we see apples,
despite variances in color, shape, taste, or language, we still know they are apples (as
they are called in English). There is a commonly accepted definition of apple based on a
basic sense, shared by most human beings, of what an apple is, making it possible to
know an apple. Even the “apple” in “apple computer” may have a relation with the
“apple” in the “apple pie”. When we see a product of the Apple Company, we always see
an apple shaped logo. In addition, Steve Jobs, one of the founders of the Apple Company,
worked on an apple orchard when he was considering beginning a computer company—
he eventually gave the company its name. Who knows whether he had been inspired by
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the apple farm, the apple trees, or the fruit itself while he was searching for a name for his
company? Thus, the same word may have plural means or definitions depending on the
context of its application. On the other hand, there is a certain definition that is derived
from a general abstract sense of an object which is widely shared by humans. This
certainty of definition makes it possible for human communication and understanding to
take place.
Plurality and certainty, to a certain extent, contradict each other. One’s loss is
another’s gain. However, with regard to definition, there is a possibility of coexistence
between plurality and certainty. Now, we may question how these two contradictory
features can achieve a harmony in definition. Philosophers solve this problem by
categorizing definition into types and using different type of definition to catch different
features of definition. Private and public are the terms that are popularly used to indicate
the types of definition. For instance, as Dewey (1938/1991, P.55) states, “words as
representative are part of an inclusive code. The code may be public or private. A public
code is illustrated in any language that is current in a given cultural group. A private
code is one agreed upon by members of special groups so as to be unintelligible to those
who have not been initiated. Between these two come argots of special groups in a
community, and the technical codes invented for a restricted special purpose, like the one
used by ships at sea. But in every case, a particular word has its meaning only in relation
to the code of which it is one constituent”. (Mills, Bonner, & and Francis, 2006) Dewey
uses private code to capture the feature of plurality and public code to indicate the feature
of certainty. However, public and private, in terms of language and definition, have
different meanings for other philosophers, such as Wittgenstein. In this study, the author
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categorizes definition by using the terms theoretical and phronetic. There are two reasons:
1) for the sake of avoiding confusion, and 2) because this study is about justice. The
terms theoretical and phronetic are more suitable to this normative and philosophical
topic.
2.2.3
2.2.3.1

Theoretical definition vs. phronetic definition
Theoretical definition
Before Aristotle, ancient philosophers did not provide a detailed division of

wisdom. Aristotle, in his work, Nicomachean Ethics, distinguishes the theoretical wisdom
(Sophia) from the practical wisdom (phronesis). The theoretical wisdom is “the result of
studying nature for its own sake”. (Aristotle, p. 313)(Aristotle, Nicomachean Ethics,
P313) The theoretical wisdom concerns unchanging reality. In other words, it considers
universal truth. (Notes of Nicomachean Ethics Book VI) The theoretical definition
describes a general abstract sense of an object or a word which, to the largest extent, is
shared by most humans. It is the knowledge that may be inherent in our mind or recorded
in a dictionary or a textbook. We may not use it every day, but it is necessary for in order
to exist. Humans learn and train the youth with the theoretical definition. In so doing, the
general abstract sense of an object or a word can be inherited and spread among different
persons and different generations of persons. Therefore, different persons and different
generations of persons can understand and communicate with each other. In order to be
certain and to be widely accepted, the theoretical definition should capture the essential
essence of a thing. In this respect, a theoretical definition conforms to the positivist view
of definition.
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We can use Aristotle’s study of definition for reference. Aristotle’s study
indicates that being a definition must satisfy two criterions: being essential and being
counter-predicted. We can use these two criteria to define the theoretical definition. To be
essential is saying that a definition must signify “what it is to be for something” rather
than just express what is about something.(Smith, 2012) In other words, the theoretical
definition should indicate the essence of a thing by including it genus and differentia.
Collection, identifying common characteristics among each thing, is the way to define a
general category, or genus, of things. Division, unveiling distinguishing characteristics of
each thing, is the way used to define a specific thing, or species.(Deslauriers, 2007) Let’s
compare two statements: an apple is round, and an apple is fruit. Both statements are true,
but the second signifies the essence of the apple while the first does not. Obviously, an
apple is a thing, precisely, a kind of fruit rather than a kind of shape. In this regard, the
second statement is more close to being a theoretical definition compared to the first
statement. To be counter-predicted means there is a unique corresponding relationship
between a definition and what it defines. If Y is a definition and X is what Y defines?
The statement that X is Y must be a true prediction. Conversely, the statement that Y is X
must hold true as well. In order to be counter-predicted, a definition needs to
comprehensively include both genus and differentia of a thing that it tries to define. Let’s
give another pair of statements: “apples are fruit” and “Apples are the fleshy usually
rounded red, yellow, or green edible pome fruit of a usually cultivated tree (genus Malus)
of the rose family”. (Merriam-webster.com dictionary) Both of them satisfy the first
criterion, signifying the essence of the apple. But the first statement only signifies the
genus of an apple. The statement that “apples are fruit” is a true prediction which
37

signifies the essence of an apple. However, the convert statement that “fruit is apple” no
longer holds true. The second statement comprehensively includes both genus and
differentia of apples. If we state conversely, the statement that “the fleshy usually
rounded red, yellow, or green edible pome fruit of a usually cultivated tree (genus Malus)
of the rose family are apple” still holds true. With this comprehensive description, no
matter being given the name of apple or the definition, there will be the same image
appears in our mind. In other “words”, the definition and what it defines are counterpredicted with one another. In comparison with all other example statements, the second
statement satisfies both criterions. Therefore, it is more qualified to be a theoretical
definition of apples.
2.2.3.2

Phronetic definition
Phronesis is an ancient Greek word. In the dialogues of Plato, the phronesis refers

to ‘wisdom’ in general. Aristotle more precisely defines phronesis as “wisdom in action,
and hence a moral intelligence, practical wisdom”. (Aritotle, p. 312) Phronesis includes
knowledge, but it is also more than knowledge. Knowledge could be misused. Only the
wise application of knowledge can count as phronesis.(Stefanazzi, 2012) With regard to
definition, the phronetic definition is based on the theoretical definition. Meanwhile, it is
a wise translation of the theoretical definition. With a consideration of the context,
phronetic definition transfers the theoretical definition to a format that is more direct,
more concrete, and more understandable. Definition has two functions: a means of
achieving knowledge and a means of achieving communication. If the theoretical
definition emphasizes knowledge, the phronetic definition has a functional focus on
communication. Being understood and being accepted are the primary things that the
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phronetic definition is most concerned with. Therefore, the phronetic definition, instead
of being based on a general abstraction, is derived based on a specific sense that is shared
by the communicators.
The development of the phronetic definition is affected by many factors: the
partner involved in the conversation, the themes of the discussion, the time, or event of
the communication, the knowledge base, the value perspectives, and so on. These factors
randomly combine with each other to form a variety of communicating contexts. The
phronetic definition enjoys a plurality across different contexts. The phronetic definition
could differ depending on whom you are talking to, what you are talking about, and in
what situation you are talking about it. For instance, phronetic definition varies across
different subjects. Take the definition of justice as an example. By focusing on personal
behavior, Cephalus defines justice as “speaking the truth and repaying what one has
borrowed.” (Plato, Republic,translated by Grube, G.M.A., 1992, p. 6). With the
governance of a state in mind, Plato defines justice as a state in which everyone virtually
practictives the occupation that he is naturally best suited. (Plato, Republic,translated by
Grube, G.M.A., 1992) In addition, phronetic definition varies across situations. In a
normal situation, we may believe that it is justice to return the thing that you borrowed
from others. However, in the context of war, Socrates believes that it may be justice to
keep the weapon that you borrowed from your enemy. (Plato, Republic,translated by
Grube, G.M.A., 1992)
Moreover, the knowledge base matters as well. For instance, different definitions
of earth could be derived based on a different knowledge base. In ancient times, people
believed that Earth was flat. Nowadays, people define the Earth as a spherical celestial
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body. This is a knowledge which the current people take for granted. But who knows, in
future, we may define the Earth in different shapes based on different knowledge bases.
Finally, philosophical perspective is another influential factor. People with different
philosophical perspectives may have different understandings or hold different opinions
on one thing. More or less, all the factors will exert some impact on the development of
phronetic definitions. However, given the topic of discussion, the formation of the
phronetic definition is usually subject to certain factors. The phronetic definition of an
objective scientific discovery, to a great extent, may be influenced by the knowledge
base. While the development of the phronetic definition of a subjective philosophical
finding, such as the meaning of justice, may be heavily impacted by value perspectives.
Phronetic definition differs from the theoretical definition. Rather than
comprehensively including all the essential characteristics that identify the genus and
differentia of a thing, phronesis definition may only include a few features that can easily
be identified. Phronetic definitions may tell something about a thing rather than the thing
itself. For the sake of convenience and efficiency, it may only consist of a few characters
that could be immediately captured by the people to whom you are communicating. For
instance, when person A tries to define the Apple computer to person B, who does not
know about the Apple Company and its products, person A could say that the apple
computer is the one which has a fashionable design and an apple shaped logo. The
fashionable design and the apple shaped logo probably are the most evident
characteristics of the Apple computer. With this phronetic definition, in the most efficient
way, person A identifies an Apple computer to person B who immediately grasps the
concept.
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Likewise, phronetic definition is not counter-predicated. Let’s quote Cephalus’
definition of justice as an example. Cephalus defines justice as “speaking the truth and
repaying what one has borrowed.” (Plato, Republic,translated by Grube, G.M.A., 1992, p.
6) This statement is not counter-predicated. In the first place, this statement does not
consistently hold true across various situations and value systems. It is fine as a phronetic
definition within a given context. However, without indicating the context, this statement
cannot be held constantly, and philosophical perspectives may have an impact. For a
person who holds the deontological2 ethical position, these behaviors are universally and
consistently right. However, for a person who possesses other value perspective, such as
consequentialism3, this statement does not always hold true, especially when the truth and
the repaying will bring undesired consequences. Justice as “speaking the truth and
repaying what one has borrowed” works only sometimes. At other times, there will be
some other principles applied. In the second place, even if we assume that the statement
“justice is speaking the truth and repaying what one has borrowed”, is a true prediction,
ignoring the effect of the situation and the philosophical perspectives, we still cannot
make the converse statement true. Speaking the truth and repaying what one had
“The word deontology derives from the Greek words for duty (deon) and science (or study) of
(logos). In contemporary moral philosophy, deontology is one of those kinds of normative
theories regarding which choices are morally required, forbidden, or permitted. In other words,
deontology falls within the domain of moral theories that guide and assess our choices of what we
ought to do (deontic theories), in contrast to (aretaic [virtue] theories) that—fundamentally, at
least—guide and assess what kind of person (in terms of character traits) we are and should be.
And within that domain, deontologists—those who subscribe to deontological theories of
morality—stand in opposition to consequentialists.” (Alexander & Moore, 2012)
3
“Consequentialism is the view that normative properties depend only on consequences. This
general approach can be applied at different levels to different normative properties of different
kinds of things, but the most prominent example is consequentialism about the moral rightness of
acts, which holds that whether an act is morally right depends only on the consequences of that
act or of something related to that act, such as the motive behind the act or a general rule
requiring acts of the same kind.” (Sinnott-Armstrong, 2012)
2
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borrowed is a particular justice, but justice could also be treating people equally, or
treating people in the way they deserved, and so on. To make the converse statement true,
we need to modify it so that speaking the truth and repaying what one had borrowed is
one particular justice.
In summary, definition has two functions: means to achieving knowledge and
means to achieving communication. Both the theoretical definitions and the phronetic
definitions have these two functions. However, they also have their own specific
purposes. To a greater extent, theoretical definition emphasizes the first function more,
stating the essence of thing by addressing both the genus and differentia. The theoretical
definition identifies and distinguishes a specific thing from all other things. It is certain
and widely accepted. The phronetic definition primarily focuses on the communication
function. Phronetic definitions are derived from practical wisdom. It enjoys a feature of
plurality across different applications and contexts. Both the theoretical definition and the
phronetic definition are important. The theoretical definition contains the important
components of human knowledge and cognition with which people can think and
communicate. Properly using and understanding phronetic definition are the foundations
of an effective and efficient communication. Theoretical definitions and phronetic
definitions, working together, fulfill the functions of a definition. With the coexistence of
the theoretical definition and the phronetic definition, people can achieve harmony
between certainty and plurality. In order to have a better understanding of a thing, we had
better give an investigation to both the theoretical and the phronetic definition of a thing.
In the following section, the author will investigate the definition of justice by giving an
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exploration to both the theoretical definition and the phronetic definition of justice
respectively.
2.3

The theoretical definition of justice
By satisfying the two criterions of definition, the theoretical definition of justice

should illustrate the essence of justice by specifying the genus and differentia. The
illustration should be accurate and comprehensive in order to hold a counter-prediction.
The investigation of the definition of justice will tell what justice is by illustrating what
genus it belongs to and what differentia attributes it contains?
2.3.1

The genus of justice—justice belongs to the domain of morality
Morality is the code of conduct that guides and governs people’s behaviors. In

this sense, justice is moral. The previous sections introduced many definitions of justice.
Though these definitions have great variance depending on the definers’ focus,
philosophical perspectives, and so on, they have one thing in common—all the
definitions are concerned with morality. They may describe some personal traits or
behaviors which we are encouraged to have. They may talk about the arrangement of
society or nation that we should adopt. Though with different formats, but they all inform
the individual with certain moral virtues and tend to lead them to live a moral life. In this
respect, justice belongs to the domain of morality.
2.3.2
2.3.2.1

The differentia of Justice
Justice as righteousness
Morality defines both goodness and rightness. The good thing is a thing that

people are encouraged to do. A right thing is a thing that people is required to fulfill. The
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performance of a right thing is enforceable and the violation of rightness is punishable.
As a subordinate branch of the domain of morality, justice focuses on rightness.
Goodness differs from rightness. Regarding goodness, each individual has their
own conception of the good and each individual ranks their good differently. For
different people, the primary good could be happiness, wealth, success, or health. People
have greater tolerance toward definitions of goodness. Though people have plural
definitions of goodness and people have endless desires for goodness, most of the time,
we do not say these plural and endless desires lead to a disorder in either the individual or
society. The reason for this is that our behaviors are subjected to the constraint of
rightness. Rightness defines the things that we ought to do, but is not extended to
trivialities. Instead, we only define rightness in terms of important issues and behaviors
that may affect others. For the things that are less important or the behaviors that do not
hurt others, a greater tolerance is employed and decisions are subject to people’s personal
understanding of goodness. In this respect, by focusing on rightness, justice defines the
interpersonal relationship and the duties that we owe others.
2.3.2.2

Justice is the moral code that defines interpersonal relationships and the
duties that we owe others.
Morality is a broader concept. It defines moral duties that we owe others and owe

ourselves. In other words, it informs and educates people concerning how to be a moral
self and how to treat others morally as well. Justice is a specific specie of the morality
genus. Justice emphasizes moral duties that we owe others. It judges relationships
between individuals or relationships between individuals and their societies. It states how
people should treat or be treated. For example, working hard is morality. This morality
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code educates and guides people with the right attitude and behavior regarding work. A
statement that people who work hard and contribute to society more should be rewarded
and people who are lazy and cause loss to other community members due to laziness
should be punished, is a justice principle. In addition, morality takes all kinds of human
matters into consideration, while justice only defines rightness regarding the matters
which have the highest importance or could generate critical impact on other individuals
or the society as a whole.
To sum up, justice belongs to the domain of morality. As a particular differentia
of this genus, justice focuses on rightness. It defines the interpersonal relationship and the
duties that we owe others. In addition, it only deals with the most important human
affairs. Compared with morality in general, justice is stricter. It has a feature of coercion.
As Sandel states, “justice is primary in that the demands of justice outweigh other moral
and political interests, however, pressing these others may be. On this view, justice is not
merely one value among others, to be weighted and considered as the occasion arises, but
the highest of all social virtues, the one that must be met before others can make their
claims”. (Sandel, 1998, p. 2) On the one hand, his statement indicates that justice belongs
to the genus of morality. On the other hand, he illustrates that justice is the primary
species of this genus. The theoretical definition of justice is as follows: justice is
moral righteousness that judges and governs the important interpersonal
relationships and duties that we owe others.
2.4

The phronetic definition of justice
The phronetic definition of justice is the meaning of justice within a particular,

practical context. Like all other things, the phronetic definition of justice is affected by
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many contextual factors. As an important philosophical and political topic of discussion,
the phronetic definition of justice is primarily influenced by the philosophical value
perspectives of the discussants and the political contexts of the discussion. In addition,
the social sphere and subject of focus are also important contextual factors that could
affect the phronetic definition of justice. It is necessary for us to discuss the meaning of
justice within a social sphere and with a subject of focus. In this chapter, the investigation
of the phronetic definition of justice emphasizes the value perspectives and political
context. In the following chapters, the investigation will focus on a specific subject,
pricing, and a particular social sphere, healthcare.
2.4.1

Phronetic definition of justice from different philosophical value
perspectives
People interpret justice from different philosophical value perspectives. The plural

phronetic definitions of justice are given by involving many philosophical values:
equality, equity, liberal, and libertarian value perspectives.
2.4.1.1

Justice from an egalitarianism perspective
Equality is the most primary and traditional value on which we construct our

justice principle. Egalitarianism is a trend of thought which favors equality of some sort.
By focusing on different themes, the egalitarianism theory derives many theoretical
branches in terms of different types of equality, for instance, equality in terms of
economic welfare, need principle, equality of opportunity, equal liberty, and so on.
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2.4.1.1.1

Equality in terms of economic welfare

Equality regarding economic welfare is probably the simplest and strongest notion
of equality. Regarding distribution, economic welfare mainly refers to material and
monetary conditions that could be income, wealth, and so on. In modern society, people
satisfy their desires through market exchange. Money is a conventional media of
exchange. In a large degree, your monetary condition determines your opportunity,
freedom, and capability to achieve your desired ends. Many egalitarians, such as Deutsch,
1985, Amiel and Cowell, 1999, Nielsen, 1985 (Konow, 2003), perceive that the material
and monetary inequality is the fundamental cause of broad social, economic, and political
inequality. In this respect, they advocate equally distributing the income and wealth. In
addition, egalitarians believe that, compared with opportunity, freedom, and capability,
economic welfare is more measurable. Therefore, it is a rational way to secure equality in
a wide range.
2.4.1.1.2

The need principle

Need principle refers to equal satisfaction of the basic needs. Need principle is
distinct from the equal welfare perspective. The traditional egalitarian theory secures the
equal possession of income or wealth. The need principle proposes a distribution which
can equally satisfy each person’s needs. The other difference is that they achieve equality
in different schemes. The equality of economic welfare strives for equality of all kinds of
income and wealth. While the need principle only achieves satisfaction in basic needs.
Concerning the definition of basic need, Raphael (1980) states that the basic needs are the
material means that are “essential for tolerable living”. (Konow, 2003, p. 56) The
advocators of need principle argue that it is a social responsibility to equally satisfy the
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basic needs for all. The satisfaction of basic needs have priority over other concerns, such
as economic efficiency. Only if this goal has been achieved, can we move our attention to
other concerns.
2.4.1.1.3

Equal opportunity

Equality of opportunity is a concept in contrast to the equality of outcome. Schaar
(1967), in his book Equality of opportunity, and beyond, asserts that equal opportunity
means that “each man should have equal rights and opportunities to develop his own
talents and virtues and that there should be equal rewards for equal performance”.
(Merelman, 1973) This definition emphasizes the opportunity for human development. In
addition to development opportunity, social access opportunity is another key focus of
the equality of opportunity theory. In a society with equal opportunity, social positions
should open to all the applicants, ranking them based on ability. The fulfillment of the
position is only determined by the applicants’ ability and physical and professional
fitness. The plausibility of this theory is that it gives consideration to both equality and
efficiency. It makes the social and economic outcomes largely related to personal efforts
and contributions. Given equal opportunity, people are encouraged to work hard and
strive for personal improvement. As a result, the improvement of an individual is
expected to lead to an improvement in the whole society. On the other hand, equal
opportunity secures a perfect match between the best qualified candidate and the position.
We can expect there to be a dramatic productivity improvement derived from this perfect
match.

48

2.4.1.2

Justice from equity or deserve perspective
The concept of desert is deeply entrenched in the distributive justice. In common

sense, we believe that it is just to let a person get what he/she deserves. However, there
are debates concerning claims of deserve. James Buchanan (1986) in his book, Liberty,
market, and state: political economy in 1980s, identifies four factors that determine the
distribution of income and wealth: luck, choice, effort, and birth.(Soltan, 1987) Being
consistent with the common wisdom of justice, Buchanan believes that the distribution
should be related to effort rather than birth. In contrast to the common view of
distributive justice, Buchanan argues that the influences of luck and choices are just.
Besides these four factors, another factor that is widely recognized as the base of claims
of deserve is the responsibility-based contribution. If their contribution is due to their
responsibility rather than the factors outside their control, then people who contribute
more deserve more.
Equity addresses justice in terms of distribution based on interpersonal
relationships. Equity theory originated with Aristotle’s Nicomachean Ethics. Literally,
Aristotle’s definition of justice emphasizes equality. Indeed, his explanation really
illustrates an essence of equity. According to Aristotle, justice in the exchange
(transactions between man and man) is to have each individual receive his or her due in
proportion to their contributions.(Barker, 1959) Concerning the distribution of the
common funds, justice should be to distribute in accordance with the proportion of the
contribution to the common funds.(Aristotle translated by Ross, 2009) The definitions of
justice in both situations indicate an essence of equity. John Stacey Adams (1963)
develops and transfers this notion to an algebraic formula. Justice appears between A and
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B when Oa/Ia=Ob/Ib, where output is denoted as O and the inputs are denoted as I. In
general, he defines the equity as the individuals’ perception of the equivalence of the
ratio of their input and output. Based on his definition, equity is a pretty subjective
concept. Each individual may measure their input and output differently. Each individual
evaluates his equity based on the comparison with the people around him. It is hard to use
this subjective perspective as the standard of justice.
2.4.1.3

Justice from a liberal perspective
Liberalism is a school of thought which proposes liberty and individual rights.

According to Sandel, liberalism is “an ethic that asserts the priority of the right over the
good”. (Sandel, 1998, p. 1) Liberals perceive a plurality of people and concepts of the
good. Liberals respect individual liberty and rights on the one hand and oppose unlimited
liberty and plurality on the other hand. In a political sense, liberals argue that it is just to
give a justification to the individual plurality. For liberals, the best arranged society
should be governed by the publicly supported principles. The goal of this justification
should conform to the concept of right rather than the maximization of social welfare.
(Sandel, 1998) Regarding the economy and distribution, Liberals propose the market
mechanism. Meanwhile, based on a belief in the necessity of justification, Liberals
advocate an active role of government in the consideration of the establishment and the
maintenance of the economic and social orders. Regarding justice, Rawls is the most
influential contemporary philosopher of this school.
Rawls is a representative scholar of liberalism. His book (1971), A Theory of
Justice, is treated as the landmark work of justice theory. Rawls’ justice theory
emphasizes fairness, equality, liberty, and the idea of reciprocity. Here, the fairness
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focuses on avoiding bias in the construction of the basic social structure. In his book,
Justice as Fairness, the concept of fairness is shaped based on two key ideas: “original
position” and “veil of ignorance”. Bias should be avoided, and the basic social structure
should be fairly developed by making decisions at the original position in which citizens,
as equal, free persons, reach social agreement without being influenced by their social
economic status, interests, or perspectives. Rawls pursues a harmony between a high
level of political equality, which is supported by equal rights and liberty, and a high level
of economic inequality. The essence of Rawls’ justice theory is shown in his two
principles:
“(1) Each person has the same indefeasible claim to a fully adequate scheme of
equal basic liberties, which scheme is compatible with the same scheme of liberties for
all; (2) Social and economic inequalities are to satisfy two conditions: first, they are to be
attached to offices and positions open to all under conditions of fair equality of
opportunity; and second, they are to be to the greatest benefit of the least-advantaged
members of society.” (Rawls, 2001, P42)
The logic of this theory is shown in its serial arrangement. The first principle is
superior to the second principle. In the second principle, the fair equality of opportunity is
superior to the difference principle. Boiled down to the essence, the equal liberty and
equal opportunity principles illustrate the egalitarian views. The difference principle
emphasizes the idea of reciprocity. The inequalities are permitted only with the condition
of the achievement of reciprocity. Inequalities are accepted if they can benefit the least
advantaged group.
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Unlike the pure egalitarians, Rawls perceives an inevitability and acceptability of
the inequality. On the other hand, Rawls believes that it is unjust to permit a distribution
to be influenced by certain natural assets. Rawls identifies three kinds of contingency that
should be addressed. They are the “social class of origin”, the “native endowments; and
their opportunities to develop these endowments as affected by their social class of
origin”, and the “good or ill fortune”. (Rawls, 2001, p. 55) Rawls does not claim that all
the differences in distribution are derived from the differences of natural assets. Instead,
he believes the difference in distributive share could be partially caused by difference of
natural assets, such as talents and abilities, and partially derived from effort. It could be
that some differences in distributive share are morally legitimate and some are not.
Therefore, unlike the egalitarians, he accepts the social economic inequality which exists
with the satisfaction of equal liberty and equal opportunity. Rawls, in his difference
principle, suggests justifying the differences in distribution. But he does not state that all
the differences are morally unacceptable, or that we should nullify them completely.
Instead, he only suggests justifying those differences that are morally unacceptable, such
as the differences associated with the natural assets.
Unlike utilitarianism, Rawls’ theory of Justice as fairness is structured based on
Maximin Rule. Utilitarianism structured based on the maximizing and aggregative
principles. In a society which is structured based on utilitarianism, the alternative that has
the worset outcome for the individual and the better aggregation could be chosen.
Individuals could be worse of so the whole society could be better off. However, Justice
as fairness emphasizes the idea of reciprocity: an overall better off with the condition of
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no one will be worse off. Under the Maximin rule, only the alternative whose worst
outcome is better than the worst outcomes of all the other alternatives will be adopted.
Since Rawls emphasizes liberty and views an acceptability of the inequality, we
could believe that, to a great extent, Rawls favors the market mechanism. He suggests the
private-owning democracy. Indeed, this is a social economic structure that is closer to
perfect market mechanism in which market power is more evenly distributed by avoiding
a monopoly concentration. On the other hand, Rawls also strives for achieving equality
and reciprocity that can not automatically be derived from the market competition.
Therefore, we could believe Rawls advocates the role of government. As a result, a
private-public mixed solution is more proper in terms of achieving distributive justice.
2.4.1.4

Justice from the libertarianism perspectives
Libertarianism emphasizes private property ownership and personal sovereignty.

Compared with Liberalism, libertarianism, to a greater extent, gives strong support for
liberty. Libertarians propose full self ownership. For libertarians, individuals have the
right to absence of intervention from others. It is just for individuals to pursue their goods
with the largest freedom and the absolute absence of cohesion. In this regard, Libertarians
propose minimal state intervention and assert the immorality of the welfare state. Nozick
is one of the leading philosophers of this school whom we cannot ignore for the
investigation of justice.
In general, Nozick proposes a minimal state. According to him, a minimal state is
a state that is limited to the narrow functions of protection against force, theft, fraud,
enforcement of contracts, and so on. Nozick asserts that the minimal state is most
justified. Any more extensive state is unjustified because it will violate the rights of
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individuals not being forced to do certain things. (Nozick, 1971) Regarding justice of
distribution, Nozick proposes the principle of entitlement. Nozick’s entitlement theory
emphasizes the justice in holdings. It mainly addresses three issues: Where do the
holdings originally come from? How are the holdings transferred from one person to
another? And how is the injustice in holdings rectified? The entitlement theory consists
of three major principles: principle of justice in acquisition, principle of justice in
transfer, and principle of rectification of injustice. In general, the holdings of a person are
just if he is entitled to them according to the principles of justice in acquisition and
transfer, or by the principles of rectification of injustice.
Nozick opposes patterned distribution, such as a distribution according to moral
merits, needs, deserve and so on. He believes that the distributions and redistributions
that are based on some patterned principles overstate receivers’ rights while violating
givers’ rights and ignoring givers’ preferences. The distribution under the entitlement
principle is random with respect to a pattern. It emphasizes reasons. Under this principle,
the distributive justice is upheld if most of the transfers are done for reasons. It is not
necessary for receivers to deserve their holdings. More important, there should be a
reason why someone transfers his holding to one person rather than to another. Under the
principle of entitlement, the distribution is justice if the holdings are transferred from
each as they choose to each as they are chosen.
Nozick opposes intensive government intervention regarding distribution. He
argues that there is no reason for a central distribution, since “no person or group is
entitled to control all the resources, jointly deciding how they are to be doled out.”
(Nozick, 1971, p. 149) For Nozick, rather than distributive justice, “justice in holdings” is
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a more proper term. In a free society, diverse persons control different resources. It is just
for people to get holdings through a voluntary exchange and action. People are entitled to
their natural assets; no matter if it is a good fortune or a bad fortune. There is no
relationship between one person being better off and the other one being worse off.
Standing with most other right-libertarian, Nozick emphasizes privacy and selfresponsibility. Individuals are responsible for their initial fortune or misfortune and the
results of competition. In this respect, Nozick supports fairness of inequality. No one’s
privacy and entitlement should be scarified as a compensation of other people’s
misfortunes. No one should be used as a means of achieving a desired social good.
Therefore, it is unfair to let the better endowed take responsibility for others’ bad fortune
and transfer their entitlement to compensate.
Based on the above discussion, we could believe that Nozick proposes the
decentralized market mechanism. In a perfect market, people are entitled to their initial
status and transfer holdings through voluntary exchanges. There is no need for
justification through centralized distribution and redistribution. The perfect market,
combining with well designed rectification rules, is good enough in terms of achieving a
distributive justice.
2.4.2

Phronetic definition of justice in a political context
Here, the political context refers the governmental jurisdiction, which could be a

country, or its subordinate governmental jurisdictions, such as a state or province. A
governmental jurisdiction can be treated as a community which, as a whole, has different
culture, customs, and value beliefs in comparison with other communities. In this regard,
the phronetic definition of justice enjoys a great plurality across different political
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contexts. However, within a particular political context, we see a certainty of the
definition of justice. In order to set the social order, make a collective decision, and
behave as a whole, there must be a certain and integrated definition of justice against
which governments set up the rules and policies to guide the behavior of their citizens
and avoid social disorder. In the best situation, we expect that this integrated
consciousness could be established based on a voluntary consensus. However, if we
cannot achieve the consensus, we still need to establish and maintain the integrated
consciousness through certain compulsory means. Therefore, besides plurality, the
phronetic definition of justice has the features of integration and coercion. The phronetic
definition of justice has great value regarding policy development and governance.
Governments have a responsibility to establish the proper phronetic definition of justice
to guide specific policy development.
2.5

The importance of the public understanding of justice
Public understanding is valuable. In the first place, it is a reliable source of

wisdom for identification of the integrated definition of justice. In the second place, it is
an important reference for governance and policy making.
2.5.1

Public understanding as a reliable source of wisdom
Each individual has the capability to reason and understand. In other words, they

have capability of cognition. However, in ancient times, in te political sphere, the
capability of cognition of the public has been suspected. Ancient philosophers view the
political cognition as a privilege or peculiar ability of philosophers or certain social
classes. Therefore, they believe that ruling or defining justice is a privilege or peculiar
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ability for philosophers and political elites. Socrates believes that only the philosophers
have enough knowledge and ability to be the guardians or rulers. Socrates defines
philosophers as “lovers of wisdom and knowledge”. (Plato, 1992, p. 156) Only a small
number of people belong in this category. In contrast, the mass public is either lovers of
opinion or some ones who are absolutely ignorant. They either know nothing or
something about a thing rather than the thing itself. Unlike ancient philosophers, modern
thinkers, under the influence of liberalism and democratic ideology, widely recognize the
cognitive abilities of members of the public and perceive an improvement of cognitive
capability along human history. For instance, Marx and Piaget recognize a cognitive
development of the human being. Though they give different descriptions to the process
of development and hold distinct opinions regarding the cause of development (Marx
believes that consciousness development is determined by the change of material
conditions, while Piaget argues that consciousness development is a result of biological
maturation and environmental experience.), both of them perceive a revolutionary
transition of human consciousness. (Robinson, 2004) John Rawls argues that citizens are
reasonable persons who have their own views about right and wrong, good and bad; who
can reasonably make a decision on a basic political issue; who has reasonable toleration
of distinct doctrines and search for mutual agreement; and who can reasonably accept the
“burdens of a judgment”. (Rawls, 1997)
Having an idea of justice is not a privilege or peculiar ability of philosophers and
political elites. Every individual can have an understanding and claim on justice based on
their own value and reasoning system. Truth and advanced cognition of justice many lie
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in the public wisdom. Public understanding is a reliable source for wisdom. It is worth a
full respect and recognition.
2.5.2

Public understanding of justice as an important reference for governance
and policy making
Effective and efficient governance or policy-making needs the support of a broad

consensus. There is a difference between consensus and agreement. Consensus is
achieved only based on the consistency or harmony of belief. While, to some extent,
agreement is only an expression of compromise which may not be based on people’s
beliefs or even willingness. People could agree without consensus. In this respect,
governance rules and policies are more like an agreement rather than consensus.
Obviously, it is impossible to achieve an absolute consensus from all citizens. In order to
make a decision or set the social order, we require some citizens to justify their own
values, doctrines, or positions with the ones that are widely shared by most of the
citizens. There are always some citizens who are forced to agree without consensus.
However, we must limit the number of this kind of citizens, because the effectiveness and
stability of an agreement, to a great extent, is based upon the scope of consensus.
Given the possible difference between the phronetic definition of just and the
public understanding of justice, governance and policy-making should strive to reduce
the distance between them. Governments set a policy goal based on the established
phronetic definition of justice. Meanwhile, the government should also assure the policy
design can direct the public to attain the goal. In this sense, the governments like a guide.
A guide needs to know at least two things: where we will go and where we are.
Government, on the one hand, is responsible for identifying the phronetic definition of
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justice and the ultimate goal. On the other hand, governments need to fully comprehend
the most popularly shared public understanding of justice and conduct governance and
develop policy by referring to it. Both the ultimate goal and the public’s recognition of
the ultimate goal have great value in a political sense. Both the concept of justice and
public understanding of justice are worth investigation. This study, in addition to giving
an investigation into the phronetic definition of justice, places an emphasis on the
identification of the public understanding of justice, including the plurality of the public
understanding and the popularly shared public understanding.
2.6

Conclusion
This study starts an inquiry of justice with an investigation of the concept of

definition. Different understandings and opinions regarding definition are derived from
the diverse philosophy paradigms. Positivists view definition as the reflection of reality.
It is objective and universal. Post-positivists propose objectivity of definition but deny
the universality of definition. For them, definition is context dependent and plural in
form. Constructivists reject both the objectivity and universality of definition.
Constructivists perceive definition as a human creation which has great flexibility and
plurality. Regarding the study of definition, positivism maintains a prominent position
across most of history. Since the early 20th century, the influence of post-positivism and
constructivism has been dramatically increased. With this trend, the understanding and
attitude in terms of definition have experienced a transition from rigor to a greater
tolerance of plurality. However, on the other hand, we do not see a complete paradigm
shift in the study of definition. Instead, we perceive a coexistence of the influences of
various philosophical paradigms. As a result, definition shows a feature of the
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coexistence of certainty within a context and plurality across contexts. The author
achieves the harmony of certainty and plurality within definition by categorizing
definition into two groups, the theoretical definition and the phronetic definition.
Accordingly, the author investigates definitions of justice by exploring both the
theoretical meaning and the phronetic meaning of justice. The theoretical definition of
justice is established by identifying the genus and differentia of justice. In the first place,
justice belongs to the domain of morality. As a differentia of the genus of morality,
justice achieves rightness rather than goodness. Justice does not cover all the moral
affairs. Instead, it only deals with the important human affairs. It only judges the
relationship and the duties that we owe others. Based on the exploration of the genus and
differentia of justice, the author comes to the theoretical definition of justice. Justice is
moral righteousness that judges and governs the important interpersonal relationship and
duties that we owe others.
The phronetic definition of justice is significantly influenced by the philosophical
perspectives, the political context, focus of subject, social sphere, and so on. Investigation
in this chapter focuses on the value perspectives and the political context. There is a great
plurality across individuals with different philosophical perspectives. Regarding the
political context, on the one hand we view a plurality of the phronetic definition of justice
across different political jurisdictions. On the other hand, we perceive a demand of a
certain and integrated definition of justice within a particular political context. The
phronetic definition of justice has great value in a political sense. It is the base of
governance and policy development.
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Based on that, the author gives a further clarification to the contexts of this study.
This study places emphasis on the phronetic definition of justice. The author investigates
the phronetic definition of justice by focusing on a particular subject and within a specific
social sphere. In addition, the analysis reveals that the public understanding of justice has
a great value to the development of the phronetic definition of justice. Due to its
importance, in this study, the author investigates the phronetic definition of justice with a
focus of the public understanding of justice.
.
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JUSTICE OF PRICING

In chapter two, the author has discussed the importance of the contexts regarding
the phronetic definition of justice. This chapter will extend the investigation to another
contextual factor, the subject of focus. The primary objective of chapter three is to
explore the phronetic definition of justice by focusing on pricing.
Price is one of the most important elements of the economic society as well as our
everyday life. Every day, when we first wake up, the things in our vision either have or
had a price tag on them. Price is common but it can never be taken for granted. Due to its
importance, we could believe that the justice of price will have profound effect on the
overall justice. This study will investigate the definition of justice by focusing on price,
specifically, on price setting. In this chapter, firstly, the author will give an exploration
into the transition of pricing across human history. Following that, the author will talk
about why this study focuses on pricing rather than price level and how the current
ethical studies of price are progressing.
3.1

The transition of the format of price setting across history
Price is not inherent in human society. Instead, it emerged along with the

development of human economic society. At the very beginning, human life heavily
relied on hunting. With the invention of agriculture and the domestication of animals, the
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status of human life has been improved. However, with low productivity, the standard of
living was still poor. People had few requirements—to get enough food and a simple
shelter was the primary goal of daily human production. They satisfied their requirements
mainly by relying on their own labor. Humans were struggling to sustain themselves.
Almost all the goods produced were consumed by the producers, their family, and their
group. There were no goods left over for exchanging and satisfying higher level human
need. People at that time probably could not imagine that theywould rely on exchanges to
satisfy their needs one day—that there will be a market and a term called price which
they would see, talk about, and use in their every-day life.
With a productivity increase, humans found that, after they satisfied their need to
sustain themselves, they had some goods left over. They began to use these goods to
exchange for other goods from other people in order to satisfy their growing
requirements. At that time, the autonomous household is the basic economy and
production unit. Exchange is a consequence of productive specialization. It was merely
conducted between alien tribes. (Weber, 1927) Moreover, with the technological process
and evolution of new crafts, there was a finer division of labor. People enjoyed the
efficiency of specialization. They only produced certain goods that they specialized. They
exchanged goods with other specialized producers and enjoyed a greater material wellbeing. Price appeared with the emergence of the exchange. But at that time, price and
wealth allocation was determined by many other factors, such as political, military, or
religious powers, rather than the market. As Heilbroner indicated (1972) “in premarket
societies, wealth tended to follow power; not until the market society would power tend
to follow wealth”. (Heilbroner, 1972, p. 37)
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With a further improvement of productivity and division of labor, human society
entered the era of marketing economy. Exchanges expanded imperceptibly until one day
when we find that purchase and sales, bids and offers penetrated every corner of the
society. Price tags were everywhere and in every exchange activity. At that time,
production and exchange were featured as decentralization and small-scale. The market at
that time was more likes a competitive market where there were many buyers and sellers.
Price setting was mainly through a bilateral negotiation.
With the continuous development of technology and increase of productivity,
especially after the industrial revulsion, wealth and capital gradually accumulated in a
few hands, and large entrepreneurs emerged. The concentration of wealth and capital
makes it possible to organize a large scale of industrialized manufacture. It was possible
for big business to introduce tools, equipment, and machines into production. That further
increase the productivity and enhanced the wealth concentration. Mass peasants became
hired employees. They worked in a specific position of an organization. They either did
not produce or at least did not produce a whole product. They did not directly consume
what they produced. Instead, they sold their labor in exchange for money that they could
use to purchase goods and services needed. Before, when people self-cultivated and selfsustained, their lives mostly depended on their labor. Now, price, standing in the middle
of exchange, determines what and how much people can possess. Moreover, with the
trend of industrialization, there is a commercial concentration as well. Each market has
been dominated by one or a few giant sellers. The relative balanced buyer-seller market
has been changed to the highly seller concentrated market. In many markets, the
bilaterally negotiated price is replaced by the posted price.
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The posted price, as its name indicates, is the price setting format with which the
price is set by one party of the exchange rather than set through a negotiation between
both parties of the exchange. Today, the posted price wins more and more advocates.
People view a legitimate rationality of posted price due to its efficiency. Harrington’s
study indicates that the posted price achieves efficiency by reducing the buyer’s
searching cost and the seller’s selling cost. (Harrington, 2010) In a competitive market,
the posted price is initiated by one party of the exchange. The other party exerts pressure
on the price setter and transfers its price preference by threatening to go elsewhere.
However, in a relative uncompetitive market, the dominant party sets the price and
greatly transfers its price preference to the final price. The other party, which lacks
market power is more like a price taker whose price preferences are largely restricted.
The posted price is the product of industrialization and commercial concentration. During
this process, the big producers and sellers gain market power and eventually become the
dominator of the market. Therefore, most of time, we see that the prices are set by big
producers or sellers.
3.2

The focus of price setting
When people think about the price, most of the time, they may think about how

much the price is rather than how the price is set. People may forget that prices are the
products or pricing. There are two reasons why people need to pay more attention to
pricing. Firstly, pricing has moral importance. Secondly, people could achieve
distributive justice more effectively and efficiently through the attainment of pricing
justice.
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3.2.1

The moral importance of pricing justice
Price is a fundamental economic element. Its economic importance has been well

recognized. Under the prevalent economic effect, the moral importance of pricing is
easily overlooked. Today, market exchange plays a profound role in economic and social
distribution. Price stands in the center of the exchange and determines how much people
can afford to enjoy the necessaries, conveniences, and amusements of human life.
Whether the price is justly set or not, to a great extent, affects the overall distributive
justice. In addition to its economic importance, price has a moral importance which is
worth taking into the deliberation of price setting.
3.2.2

We could achieve distributive justice effectively and efficiently through the
attainment of pricing justice.
Justice is an extremely broad concept. As Rawls indicates, justice could be used

to describe many things, such as laws, institutions, social systems, and actions. It could
be used to judge either an individual or a state as a whole. (Rawls, 1971, p. 7) Different
persons conduct the study of justice by focusing on different themes. For instance, Rawls
takes the basic structure as the primary subject. According to his definition,
“The basic structure of society is the way in which the main political and social
institutions of society fit together into one system of social cooperation, and the way they
assign basic rights and duties and regulate the division of advantages that arises from
social cooperation over time. …… The basic structure is the back ground social
framework within which the activities of associations and individuals take place.”
(Rawls, 2001, p. 10)
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There are two reasons for Rawls taking the basic structure as his primary subject.
Firstly, from the social contract point of view, Rawls argues that if we suppose that we
have a just state initially, we will need a fair agreement to sustain this fair condition.
Otherwise, as the time passes by, it is possible for property, which initially is justly
possessed, to be accumulated in few hands. That undermines the fair background
conditions. Therefore, it is necessary to regulate how people acquire property as well as
how they distribute their property. In other words, it is necessary to construct a just basic
structure. Only by doing so can we secure the succeeding justice. The second reason is
that the basic structure has a profound influence on every individual who lives under its
institutions. By justifying the basic structure, the rule of the distribution procedure, we
can expect to receive a just distribution outcome. Compared with adjusting the outcome
one by one, justifying the procedure is more efficient. In this respect, Rawls’s theory of
justice as fairness is the procedural justice.
Price is the media of exchange. According to Adam Smith, “every man is rich or
poor according to the degree in which he can afford to enjoy the necessaries,
conveniences, and amusements of human life.” (Smith, 1776, p. 31) Price stands in the
center of the exchange and determines how the commodities are transferred. Therefore, it
determines people’s purchasing power. In other words, it determines how much they can
afford to enjoy the necessities, conveniences, and amusements of human life. In this
regard, price is a product of social cooperation. It directly regulates the distribution of
social and economic advantages. Indirectly, price affects the assignments of other basic
rights and duties. The structure of price setting is the basic social economic structure.
Using Rawls’ idea of basic structure for reference, selecting the procedure or the structure
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of price setting as the subject of study functions for two reasons: effectiveness and
efficiency.
To date, in most of society, the resource and wealth allocations are done through
market exchange. Only a small portion of allocations is done through redistributions.
Price stands in the center of the exchange and determines how the commodities are
transferred. Due to its importance, we can believe the justice of price could greatly
contribute to the overall social and economic justice. With a just price setting procedure,
we can achieve an overall distributive justice more effectively.
Price is a basic economic structure. With a just price, distributive justice could be
naturally and continually generated. Otherwise, we need spend more resources and time
to rectify more distributive injustice that is derived from the price injustice. In this
respect, assuring the price justice is an efficient way to achieve overall distributive
justice.
3.3

The study of price
The previous analysis demonstrates that a price not only determines the

distribution of economic advantages, but also affects the allocation of other political and
social rights and benefits. Price is not merely an economic element. It is also a popular
tool used to achieve many political or ethical objectives. Therefore, with different focuses
and from different perspectives, people conduct studies on price. They hold different
opinions regarding the right way to set price.
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3.3.1

The domination of economic school
Price is a fundamental economic term. Since the beginning, the study of price has

been dominated by the economics school. Most of the time, when we talk about the right
price, we are discussing the economic rightness of the price. Efficiency and profit
maximization are two primary criterions of a right price. In consideration of the right
price level, for individual business, the best price is the one that can maximize the profit
of business. For the market as a whole, the best price is the most efficient price and is
achieved at the supply-demand equilibrium. For the society as a whole, the best price is
the social efficient price. The social efficient price is at the social equilibrium which is
reached by including social external benefits and costs into consideration.
Concerning price setting, for the sake of efficiency and profit maximization,
market mechanism is widely recognized as the right price mechanism by the economics
school. In the market, price is merely determined and adjusted by the quantity of demand
and supply. According to Adam Smith, price could be separated into two categories:
natural price and market price. The natural price indicates the composition of the rent of
the land, the wages of the labor, and the profits of the stock. The market price is the
actual price at which the commodity is sold. The market price is determined by the
quantity of supply and demand. At the supply-demand equilibrium, the market price
could be either exactly equal to or near to the natural price. Otherwise, when there is a
shortage in supply, the market price will be higher than the natural price. In contrast,
when the quantity of supply exceeds the demand, the market price will sink below the
natural price. (Smith, 1776) There is a widely accepted belief of optimality of market
mechanism regarding price setting. On the one hand, market prices reflect the demand69

supply relationship. On the other hand, the market mechanism can quickly respond to the
change of this demand-supply relationship through a price adjustment. In addition, to a
large extent, economists believe that the government price control is an inefficient
mechanism. Though they support a government role concerning the distribution of certain
goods, such as the public goods or the common goods, in general, they view the
government price regulation as an inferior solution.
Besides these mainstream economic thoughts, there are also some doubting
voices. For instance, Hall and Hitch (1939) challenged the scholastics theory of profit
maximization. They argue that, instead of driving by the goal of profit maximization,
sellers apply a “full cost” rule in price setting. Hall and Hitch’s study find that, in most of
the cases, sellers, rather than costumers, have the say about price setting and quantity of
supply. Sellers are more concerned with long term development and security of their
businesses rather than the maximization of profit. The right price, instead of being set at
the interaction of the marginal revenue curve and the marginal cost curve, is calculated
by using a “full cost” formula. The “full cost formula may differ in detail across different
businesses. However, we still can make it a general rule based on its major common
components: “prime (or 'direct') cost per unit is taken as the base, a percentage addition is
made to cover overheads (or 'on cost', or 'indirect' cost), and a further conventional
addition (frequently 10 per cent.) is made for profit.” (Hall & Hitch, 1939) (Hall & Hitch,
1939, p. 19)
Regarding price setting, some economists challenge the scholastic theory in
regard to the efficiency of the market. They argue that, the existence of free market
subjects to a full satisfaction of the assumptions: “a sufficiently large number of firms so
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that no one makes more than a negligible contribution to output, homogeneous
commodities such that a consumer does not prefer one seller’s commodities over
another’s, independent and dispersed actors, and complete knowledge of all offers to buy
and sell (Stigler, 1968).” (Biggart, 2004) In this regard, it is almost impossible for a
theoretical free market to really exist. More than frequently, we see that the real markets,
with an imperfect competition, eventually become oligarchic markets or monopoly
markets. (Stigler G. J., 1947) (Stigler G. J., 1973) From the economic perspective, either
the oligarchy price or the monopoly price is not an efficient price. In this respect, the pure
market mechanism cannot ensure the efficiency by itself. It may need a complement of
proper government intervention.
To sum it up, from an economic perspective, efficiency is the primary criterion
used to judge the right price, no matter if we talk about the price level or the price setting.
With the objective of efficiency, inequality has a legitimate rationality. Though, with
doubt, profit is widely recognized as the price driver and market mechanism is the right
solution regarding price setting. We cannot deny that efficiency is important, especially
for a society that is suffering from a serious material scarcity. However, when the
economic society has been dramatically changed, should our traditional economic beliefs
be changed accordingly? In a relative affluent society, besides economic efficiency there
may be more things worth a consideration. (Galbraith, 1998)
3.3.2
3.3.2.1

The ethical study of price
Ethical study of price in the early time
In ancient times, rather than economic efficiency, ethics and morality held more

weight in regard to both price level and price setting. The concept of just price has root in
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the Christian hostility to capital and profit. Later on, it was advanced by an Italian
theologian, Thomas Aquinas (1225-1274). Aquinas, in his Summa Theologica, states
that
“buying and selling seem to be established for the common advantage of both
parties, one of whom requires that which belongs to the other, and vice versa … Now
whatever is established for the common advantage, should not be more of a burden to one
party than to another, and consequently all contracts between them should observe
equality of thing and thing.…… Again, the quality of a thing that comes into human use
is measured by the price given for it, for which purpose money was invented… Therefore
if either the price exceeds the quantity of the thing's worth, or, conversely, the thing
exceeds the price, there is no longer the equality of justice: and consequently, to sell a
thing for more than it’s worth, or to buy it for less than it’s worth, is in itself unjust and
unlawful. (Aquinas, 77:1)” (Monsalve, 2010)
Boiled down to the essence, Aquinas’s concept of just price emphasizes equality
and equity in transaction. He perceives a relation between price and cost of production.
The just price should be equal to the amount of money that the thing is worth. (Monsalve,
2010) Given this point of departure, Aquinas developed a list of moral principles
regarding price setting. Many of them may look surprising for the current people. For
instance, Aquinas believes that the sellers have the moral obligation to inform the buyer
with the supply status—even if it will result in a lower price. In addition, he argues that it
is immoral to raise price and earn profit from a pressing demand. (Monsalve, 2010) In the
following centuries, the theory of just price has only experienced a subtle change. Live
maintenance became the center of concern. People perceive an acceptability of a profit
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margin exceeding the production cost. But this profit margin is limited. It is only for
maintaining the producer and his family’s lives.
Weber’s analysis of the operation of the craft guild indicates that in the precapitalistic society, rather than competition and inequality of capitalistic development, the
maintenance of social hierarchy and equality are the center of concern. According to
Weber, the guild policy is livelihood policy whose core theme is to maintain the
substantial prosperity of their members and assure the equal opportunity of capitalistic
development. (Weber, 1927, p. 138) To this end, besides many other regulations, guild
usually has strict price regulation. Among guild, the price is rigorously regulated through
the price schedule. The free competition is restricted, and the price competition is
forbidden. In this time period, a just price is “a reasonable charge which would enable the
producer to live and to support his family on a scale suitable to his station in life.”
(Roover, 1958) In summary, in the pre modern society, ethical consideration and moral
precepts have a prevailing effect regarding price level and price setting. Governments or
the public authorities usually have the legitimate authority and responsibility of price
regulation. The mass public believes it is moral to be a price taker rather than price
maker.
3.3.2.2

The current ethical study of price
With human society entering the modern era, with the trend of industrialization

and commercial concentration, the traditional idea of just price is overwhelmed by the
economic thought of efficiency. In addition, price also becomes a favorite topic in
business schools. Many strategy studies regarding price have been developed for the
benefit of business. The ethical consideration and moral precepts regarding price are
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gradually losing their influencial power. With this trend, the ethical studies of price show
some new features. Firstly, a large amount of studies focus on price level rather than
price setting. Secondly, rather than investigate the real meaning of price justice, massive
studies have the purpose of exploring how people perceive the justice of price. Among
these studies, a group of studies (Vaidyanathan, et al., 2003; Grewal, et al., 2004; Bolton,
et al., 2010; Ahmat, et al., 2011) focuses on what factors affect consumers’ perceptions of
price justice. Another group of researchers (Martins& Monroe, 1994; Campbell, 1999;
Bei & Chiao, 2001; Xia et al., 2004; Herrmann, et al., 2007; Martin, et al., 2009) focuses
on how the perception of price fairness affects the consumers’ behavior and business
operation. And the third group of studies (Maxwell, 1995) focuses on the strategy
development in regard to how to make price seem fair.
Regarding price setting, Kahneman, et al.’s study is widely cited. Kahneman
conducts a household survey and collects public opinions on price fairness. One of the
objectives of his study is to identify the community standards regarding price fairness.
According to Kahnean, price fairness may be perceived differently across various
situations and defined variously depending on whether people code the outcome of
pricing as a loss or gain. Consequently, his study results in a list of principles. For
instance,
“An action by a firm is more likely to be judged unfair if it causes a loss to its
transactor than if it cancels or reduces a possible gain.”
“An action by a firm is more likely to be judged unfair if it achieves a gain to the
firm than if it averts a loss.”
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“Firm is permitted to protect a positive reference profit at the transactors'
expense.”
“A firm is only allowed to protect itself at the transactor's expense against losses
that pertain directly to the transaction at hand.” It is unfair for a firm to raise price to
make up for the loss of another source of income.
“The firm is only prohibited from increasing its profit by causing a loss to its
transactors. Increasing profits by retaining cost reductions does not violate the
transactors' entitlement and may, therefore, be acceptable.” In other words, it is fair for
seller to “keep part or all of any cost reduction”. (Daniel Kahneman, 1986)

In general, Kahneman’s theory shares commonalities with the Pareto Principle:
the value judgment of an action is determined based on whether the action makes
someone better off without making anyone else worse off. (Posner, 1981) The essence of
Kahneman’s theory of price fairness is indicated by his principle of dual entitlement.
Consumers have the entitlement to their reference price. Firms have the entitlement to
their reference profit. Firms are not allowed to increase their profit with a violation of
consumers’ entitlement to their reference price. It is unjust for pricing to benefit one party
at the price of the other party’s loss.
In summary, the review of current ethical studies of price shows that plenty of
research studies price justice by focusing on price level and emphasizing fairness. Rather
than revealing the meaning of price justice, many studies have a purpose of finding out
the public perception of price justice, for instance, what factors affect the public
perception of price justice and how the perception of price justice affect buyers’ behavior
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and business operations. In addition, massive studies are conducted for the benefit of
businesses. They are striving toward helping businesses understand the customers’
perceptions of price justice and developing price setting strategies accordingly. In this
regard, there is a lack of studies on price justice from the angle of procedural justice and
with a focus on the price setting. There is lack of an investigation of price justice from a
neutral standpoint, taking all parties’ benefits into consideration. And there is a lack of
studies on the meaning of just price. One of the objectives of this study is to fill this
research gap. In the following two sections, the author will give an exploration to the
possible definitions of pricing justice and possible mechanisms that can help to achieve
the just price. These explorations help us to recognize the plurality of the definition of
justice in the context of price setting. They are a necessary preparation for further
interviews and surveys.
3.4

The possible definitions of justice regarding price setting from different value
perspectives.
As the author discussed in the second chapter, the definition of justice, as a

popular political and philosophy topic of discussion, is subject to a diversity of value
perspectives. In this section, the author will give an exploration to the possible meaning
of pricing justice by linking the justice values with pricing. The discussion in this section
does not involve all justice values. Instead, it only includes the value perspectives related
to price setting.
3.4.1

Definition of pricing justice from the equality and equity
The traditional definition of just price is derived from the equality and equity

value perspectives. Price should be equal to the value of the products. For customers,
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price differences are fair only if they can be attributed to differences in quality. (Lisa E.
Bolton, 2003) This concept of price justice is based on a traditional notion of justice that
goods should only be exchanged for something of equal value of worth. Most of the time,
equality and equity are used to indicate the justice of a price level. Regarding price
setting, the value of equal capability is worth a discussion. Often times, we find that our
achievements are not determined by our willingness, even given affluent resources and a
full scheme of freedom; instead, it depends on capability.
Thw theory of equal capability was first developed by Amartry Sen in 1979.
Based on the analysis of utilitarian equality, total utility equality and Rawlsian equality,
he argues that all three theories only identify certain primary social goods, such as rights,
liberties, opportunities, income, wealth, and the social basis of self-respect. They,
however, either fail to demonstrate what these good things do to human beings or over
focus on the people’s mental reaction to these primary social goods. There is a gap
between willingness and achievements. Sen (1979) indicates that all three theories miss
“a notion of basic capability: a person being able to do certain basic things. Based on this
notion, the capability could either be the ability to move or the ability to meet the
requirements.” (Sen, 1979, p. 218)
From the equal capability perspective, the just price setting mechanism is the
one that can ensure parties of exchange have the equal capability to make a claim
and transfer their price preference into price. Each party of the exchange has his price
preferences. Sellers prefer the price that can generate high profit, while buyers prefer low
price in order to have more savings. Whether the price preferences could be transferred
into the final price greatly depends on whether parties have the capability to make a
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claim. The price setting capability, to a great extent, is derived from the power. The
author hesitated to use this term, since nowadays, many people have a negative attitude
toward it. Indeed, power is a neutral word, referring to the ability that enables others to
behave in accordance with your intention or preference. In a government regulated price
setting mechanism, the capability is derived from the political power. In the market
mechanism, the price setting capability is mainly derived from the party’s market power.
Let’s use the market mechanism as an example. The market power is the ability of sellers
or buyers to affect the price setting for their benefits. Market concentration and
information are widely recognized as the primary determinants of market power. The
concentration of one party reduces the other party’s negotiation alternatives and makes
the other party bear limited choice. Therefore, the party’s concentration positively
correlates with their price setting ability. In addition, the party who has better information
about the other party’s cost function will have an advantaged position in the price
negotiation and a larger influence on price setting.
Firstly, in regard to market concentration, usually the party who has great
concentration has more market power and high price setting capability. In a seller
concentrated market, sellers usually have both the dominated market power and advanced
price setting capability. A seller concentrated market is the one in which there are a large
number of customers in comparison with a small number of big producers or sellers.
With limited choices, buyers are less likely to exert pressure on sellers by threatening to
switch to other sellers. A lot of the time, the buyers may not be given a chance to make a
claim for their price preference. Even given a claim opportunity, it is hard for buyers to
draw enough attention from sellers and persuade sellers to take their price preferences
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into consideration during the price setting. Once the price has been issued, it is hard for
buyers to make any changes as well. On the other hand, without worrying about losing
customers, the sellers may less likely to consider the buyer’s price preferences. To the
greatest extent, they will set the price mainly according to their own preferences.
Conversely, in a buyer concentrated market, buyers have a dominate market power and a
superior price setting capability. In a buyer concentrated market, the buyers may either
have more choices or have a large threaten power. No matter if it is for a negotiated price
or posted price, once the seller’s price offer exceeds the buyer’s expectation, buyers will
go elsewhere. Since the number of customers is very limited, losing a customer means
losing a considerable portion of the market. Thus, the threat of buyers leaving may exert
more pressure on sellers. In order to retain the current customers and attract the new
customers, sellers have to account for the buyer’s price preferences in making their price
strategy. In both cases, the parties of the exchange have unequal price setting capability
which is derived from the unevenly distributed market power. The party with advanced
market power tends to use their power to set the price for their benefits. Prices are not
justly set, because the price setting benefits one party at the expense of the other party. A
just price setting needs to be based on equality of pricing capability.
Secondly, information is another critical determinant of market power. As it is
presented in the figure 3.1, usually, people’s price preference is a range value rather than
a point value. Though sellers have strong desires for profit, in order to successfully
conduct an exchange, especially within a competitive market, they have to consider the
acceptability of their customers. Therefore, they will set their price preference range
between their lowest acceptable price and the estimated highest price that buyers can
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accept. By the same token, if there is no limitation, buyers probably want to get a product
for free. However, in the real market, their preferences have been limited by the seller’s
willingness to accept a price. As a result, buyers’ price preferences range from their own
highest acceptable price to the estimated lowest price that sellers can accept. To make the
exchange happen, there must be some overlap between these two preference ranges.
Consequently, the market price is in a range from the seller’s lowest acceptable price to
the buyer’s highest acceptable price. Whether the sellers or buyers are at an advantage,
pricing position is determined by their capability of estimating the price preference range.
Information matters a lot in this respect. Information asymmetry could result in an
unequal market power and price setting capability and, therefore, an injustice of price
setting. For instance, in a situation where the sellers have more information than buyers,
sellers can make a relatively accurate estimation of the price preference range. They will
try their best to set the price as close as possible to the buyer’s highest acceptable price.
As long as the price is within the buyers’ acceptable range, buyers may take the price.
This is especially true for a product about which the buyers have no knowledge
concerning its cost function or for a product which has a great differentia and is hard to
be compared with other products. It is very common for buyers to either take the seller’s
list price as a reference or to be influenced by the list price during the construction of
their own price range. Therefore, the price, as the seller expected, is probably in the upper
range of the buyers’ price preference range. Conversely, if the buyers have more
information and can make a relatively accurate estimation of the seller’s price preference,
they will try to reach the seller’s lowest acceptable price. Without enough information,
sellers’ price preferences may be more easily expiloted or influenced. As long as the
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price is within the sellers’ acceptable range, sellers may take it. Thus, it is possible for the
price to be at the lower range of the sellers’ price preference range. In so doing, sellers’
preferences are least satisfied. In short, pricing capability matters significantly regarding
pricing outcome. The inequality of pricing capability could contribute to an unjust price.
It is reasonable to define pricing justice by taking equality of pricing capability into
consideration.

Buyer’s highest
acceptable price

Sellers tend to set
price in this range

Buyers tend to set
price in this range

Seller‘s lowest
acceptable price

Buyer-estimated seller’s
acceptability

Figure 3.1

3.4.2

Buyer’s price preference

Seller’s price preference

Seller-estimated
buyers’ acceptability

Simulation of pricing procedure

Definition of just price from fairness perspective
Fairness is a term that is considered to be similar to justice. Some may even treat

them same. Like justice, many people perceive fairness as a higher level of value. Many
other values are subject to it. Therefore, we may see many price fairness theories that are
conducted by taking multiple value perspectives into consideration. In this study, fairness
is a particular value which is subject to the value of justice. The fairness perspective, in
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essence, emphasizes unbiasedness. A just price setting should avoid price discrimination.
In other words, just price setting can be defined as charging different people the same
price for the same goods.
3.4.3

Definition of just price from libertarianism perspective
Libertarianism advocates a full scale of liberty and privacy. Libertarians believe

that individuals fully own themselves and have the right to the absence of intervention
from others. They advocate an acceptability of inequality. According to Nozick,
inequality is acceptable as long as it satisfies justice in acquisition and justice in transfer.
Regarding price setting, from the libertarianism perspective, everyone should have
full liberty. In other words, everyone has the right to make a claim on their price
preference. The just price is the one that people are willing to pay or accept in the
absence of force or fraud. The inequality in price setting is acceptable as long as the
inequality is derived based on the acquisition justice and transfer justice.
3.4.4

Definition of just price from the liberalism perspective
Liberalism also proposes liberty and individual rights. However, rather than a full

range of liberty, liberals advocate a restricted liberty. On the one hand, they perceive and
respect a plurality of people and their conceptions of the good. On the other hand, they
believe it is necessary to give a justification for unlimited liberty and plurality. During the
process of justification, many other ethical and moral values are taken into consideration.
For instance, Rawls’ theory of justice as fairness, to a certain extent, proposes equality
and reciprocity. People not only have liberty, but they also have an equal scheme of
liberty. Inequalities are only accepted if they can benefit the least advantaged group. In
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this respect, we could believe, from a liberalism perspective, that the just price setting
procedure is the one that can ensure an equal scheme of liberty for each individual
in claiming his/her price preference. The inequality of price setting is acceptable
only if it can enable the least advantaged to be in a better status that they cannot
achieve in any other society.
The above discussion uncovers some possible definitions of justice of price
setting. These definitions are derived from various value perspectives. A sophisticated
understanding of pricing justice should be developed based upon a full respect for the
plurality of public understanding and the identification of the commonly shared public
understanding of pricing justice. The goal of this study is not to find the universal
definition of pricing justice. Instead, this study strives to explore the understanding of
pricing justice based on phronetic wisdom within a particular contextual sphere. In so
doing, the investigation in this study aims to provide a reference to pricing related
governance and policy making.
3.5

Possible options for the price setting mechanism
Throughout history, there are mainly three formats for price setting mechanisms:

pure market mechanism, government price control, and market-government mixed price
setting mechanism.
3.5.1

Pure market mechanism
In our time, market mechanism is widely recognized as the primary price setting

mechanism. Market mechanism is greatly appreciated by the economic school due to its
efficiency. In addition, it is also the libertarians’ favorite since they believe that the
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market is the mechanism that can ensure a complete levle of liberty and privacy. In a
market, price is determined by the demand and supply. Price decisions are made in the
absence of force. Whether each individual sets or accepts the price merely depends on
their willingness. However, many people also notice that the market mechanism achieves
efficiency and ensures a full range of liberty only with a prerequisite of free market
which is characterized as homogeneous commodities, perfect competition, complete
information, and free entry. However, a real market usually dramatically differs from the
ideal one. Commodities have great differentia across providers. Without enough sellers or
buyers, markets are always under the strains of imperfect competition. Even with the
dramatic development of information technology, it is still impossible to achieve
complete information. In addition, most of the markets usually have entry barriers.
Finally, private price setters do not intend to include externality into concern. Thus, the
market price setting mechanism cannot achieve social efficiency. All of the above
reasons could contribute to a market failure. (Stiglitz, 2000) The pure market mechanism
either cannot achieve economic efficiency or cannot assure an overall justice. For
example, there is a market which has imperfect competition due to a lack of enough
providers. In today’s economy which is represented as industrialization and commercial
centralization, this kind of market is very popular. In this kind of market, it is possible for
providers or sellers to use their market power to win more profits. Usually, we may see
that the providers will under provide and set the price higher than the perfect competitive
price. From the economic perspective, there will be a deadweight loss, indicating
inefficiency. In a market, to be efficient is to make sure that every person who has a
demand and will derive a positive marginal benefit from the purchase can buy a product.
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In this case, due to the high price and under provision, people whose marginal benefit is
more than his/her marginal cost are not buying the product. The market demand, which
has a positive benefit, is not fully satisfied. In addition, the price is unjust. From the
equality and equity perspective, buyers pay a price that is higher than the value of the
goods. From the libertarianism perspective, it is unjust because the price setting and
acceptance is not based on complete liberty. As we analyzed above, in this market, with a
limited market power, the buyers’ liberty of making a claim for their price preference is
restricted. In fact, this price may greatly exceed the buyers’ preference. As a result, the
acceptance of this price may not be fully based on buyers’ willingness—especially when
this product is a necessary good without which people cannot sustain their lives. In that
situation, the acceptance of the price probably is not in the absence of force. You may
argue that he/she is still free to choose either to have this product or to die. However,
based on common wisdom, most people will not choose to die based on his/her voluntary
will. In this regard, it is unjust because liberty regarding price setting is limited. Finally,
from the liberalism perspective, there is an injustice derived from the inequality of
liberty. In this market, sellers and buyers do not have equal liberty in making a preference
claim.
3.5.2

Government price control
Government price intervention usually has some political or normative purposes

other than economic concerns. People who believe in the importance of equality, equity,
and fairness usually see a more important role for government in regard to price setting.
Government price control, or price regulation, has a long history. During the whole
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premodern era, price regulation was widely recognized as the right and duty of
governments. The lawful fixed prices, which were usually the ceiling price, had applied
to some basic necessities, such as wheat, bread, meat, wine, and so on. (Roover, 1958)
Even in recent American history, we still can find many examples of government price
control. During World War II, in order to stabilize the war time economy,
President Roosevelt signed the Emergency Price Control Act into law. Under this law,
many commodities are subject to a price control. Dating back to the housing shortage
following World War II, the government issued a rent control in New York City by
setting the ceiling price. In addition, many other things, such as gasoline and labor, are
more than frequently seen to be subject to government price control. Government price
control is intended to increase social efficiency. In an economic sense, government price
setting takes account of externalities. From the ethical perspective, government price
setting usually has a normative purposes. For these reasons, many people, especially
those who propose social equality and equity, advocate government price setting. But on
the other hand, the government price control is under attack. The challenges are primarily
from the economic school and people who propose liberalism or libertarianism.
Government price control, to a large extent, is not a preferred solution of economists due
to government failure. In consideration of price, government failure is mainly derived
from its lack of information of the market demand and supply. With limited information,
governments lack the ability to make an accurate estimation of an efficient price. In
addition, government price tends to be rigid. It cannot give a timely response to the
demand-supply change. Besides the economic challenges, the pure government price
setting mechanism is also under attack from libertarians and liberals. For them, the
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government price setting is unjust. Though it benefits certain groups of people, on the
other hand, it violates the rights and sacrifices the benefits of other groups of people.
3.5.3

Market-government mixed price setting mechanism
Both the market and the government have their weaknesses and cannot achieve

the optimum by themselves. Market failures are inherent in the pure market mechanism,
while the government mechanism suffers serious government failures. Markets strive for
efficiency, but government price interventions achieve the normative purposes at the
expense of efficiency. In order to achieve an optimal solution, more and more people
focus on the market-government mixed price mechanism.
In general, the mixed economy has a long history in America. Under the influence
of Adam Smith’s economic thoughts, which emphasize the optimum of the market
mechanism and laissez faire, the market mechanism widely claims dominance in the
economy of the United States. This is a fact beyond all doubt. However, on the other
hand, we see that government has never left this stage. As Stigliz (2000) indicated, in the
United States, the mixed economy has its origin in Constitution. Many economic
responsibilities have been assigned to government by the constitution. There is a
widespread consensus that, on the one hand, markets and private enterprises are at the
heart of a successful economy; on the other hand, the government plays an important role
as a complement to the market. Regarding the price setting, there is an emerging
consensus concerning the property of the market-government mixed price setting
mechanism. Especially for liberals, the mixed mechanism is an ideal mechanism which
takes account of both liberty and other normative values. When the market mechanism no
longer properly fulfills its price setting function, it is necessary to introduce the
87

government mechanism as a complement. In so doing, we not only achieve an optimal
solution by balancing the efficiency and the normative considerations, but we also
enhance the overall price justice by taking different value perspectives into consideration.
3.6

Conclusion
The primary objective of this chapter is to clarify that this study investigates

justice with a focus on a specific subject—pricing. The author achieves this goal step by
step. Firstly, in order to give a general idea of price setting, the author gives an
introduction to the transition of the format of price setting throughout history. Price is the
product of exchange. In the pre-modern era, negotiated price was a popular pricing
format. With the trend of industrialization and commercial concentration, posted price
gradually gains the popularity.
Secondly, the author gives an exploration into the studies of pricing. In the premodern society, normative consideration regarding price setting had a considerable
importance. The traditional concept of just price emphasizes equality and equity—the
price should reflect the value of the goods. The profit is only for life sustainment and
restricted development of the producers and their families. Later on, with the
development of economics, the studies of price fell under the focus of the school of
economics. In regard to the current ethical study of price, more studies focus on the price
level than pricing. In addition, many studies are conducted for the benefit of businesses.
Rather than striving toward unveiling the real meaning of price justice, they care more
about how the public perceive price justice and how public perception of price justice
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affects business. An investigation of the current ethical study of price further clarifies the
goal and highlights the value of this study.
Finally, from different value perspectives, the author gives an exploration into the
possible definitions of pricing justice and possible pricing mechanisms. Besides the
traditional equality and equity value perspectives, some other values, such as equal
capability, fairness, libertarianism, and liberalism have been taken into consideration in
developing the definition of pricing justice. Regarding price setting mechanism, through
all human history, there are three major formats: market mechanism, government price
control, and market-government mixed mechanism. The discussion shows that each
definition or mechanism has its advocates and opponents. People hold different opinions
regarding the definition of justice in regard to price setting. The value of this exploration
is to help us recognize the plurality of definitions of justice with a focus on pricing and to
provide preparations for the further investigation. In the following chapter, the author will
continually give a clarification on the context of this justice study by extending the
discussion into the healthcare sphere.
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THE CONTEXT OF HEALTHCARE

Goods and services are distinct according to their necessity. Some goods are
essential for human survival or for maintaining a minimum standard of living, but others,
though they can make life more pleasant, we can live without it. The definition of pricing
justice may be impacted by the necessity of the goods. When different types of goods are
in mind, we may have different opinions on what the just price of a particular good be.
For example, when people imagine necessary goods, they may define price justice with
reference to values, such as equality, need principle, and human rights. If they image
unnecessary goods, they are more likely to develop the definition by involving many
other values, such as equity, liberty, fairness and so on. Healthcare services and products
are special ones. They cannot be purely categorized as either necessary goods or
unnecessary goods. They may not be necessary for every person. But for those in need,
obtaining healthcare services and products determines whether they can sustain their life.
Due to the importance and specialty, it is worth a study of justice in the healthcare sphere.
In addition, a study with the pricing focus is especially meaningful in regard to
the American healthcare system. The American healthcare system is repeatedly reported
as an outlier in consideration of healthcare expenditure. In 2011, Americans spent 2.7
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trillion, or 17.9 percent of GDP, on healthcare.4 Researchers explain this high level of
healthcare expenditure by focusing on the increase of demand-driven healthcare
consumption which is mainly derived from economic development, the extension of life
expectancy, the increase of high-technology utilization, and low efficiency.
Correspondingly, the planners and policy makers develop the cost control strategies by
focusing on consumption adjustment and efficiency improvement. That said, there is a
lack of concern for another major factor—price. Expenditure is a function of price and
quantity of consumption. It is possible for a high expenditure to be derived from a high
price, and it is possible for an unfairly high price to be derived from an unjust pricing.
The focus onpricing and justice of pricing may enlighten some new solutions in resolving
some pressing issues in the American healthcare system.
In this chapter, the author will give further clarification of the context of this
study by focusing on the healthcare sphere and the American healthcare system. Firstly,
the discussion is started with a description of the features of healthcare price in the
United States. Secondly, the author gives an exploration to the price setting in the
American healthcare system. Finally, the discussion will discover the major value
perspectives involved in healthcare and healthcare pricing. We could expect that the
success of this investigation may make a great contribution to the following research
processes, especially for interviews and surveys design.
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4.1

The features of healthcare price in the American healthcare system
In comparison with most developed countries, the United States has an unique

system of healthcare delivery and finance. In the first place, healthcare providers or
industries are highly concentrated in most of the healthcare markets. The formation of
huge hospital systems have dramatically enhanced hospital consolidation since the 1990s.
A small number of hospital chains control a large portion of market share, making them
the “must have” providers. (MedPAC, 2012) Vogt’s study indicated that, in America,
many cities are dominated by two or three large hospital systems. According to U.S.
antitrust standards, by 2003, around 90 percent of metropolitan areas had a highly
concentrated hospital market. (Vogt, 2009) Similarly, physicians are also in a trend of
consolidation. Nowadays, more and more physicians become the employees of big
hospitals or network providers of the health maintenance organization (HMOs). The
report of MedPAC indicates that almost half (49%) of physicians serve with a hospital
employment. (MedPAC, 2012, p. 18) Physicians increase consolidation and market
power through affiliation with big hospitals and HMOs. The healthcare insurance
industry also conforms to the consolidation trend. According to the newest study of the
American Medical Association (AMA), about 70 percent of 385 metropolitan areas have
a highly concentrated health insurance market. Moreover, in 89 percent of the
metropolitan areas, one or more insurers have an overall market share of 30 percent or
more. In 38 percent of the areas, one insurer dominates 50 percent or greater of the
market share. (Emmons, Guardado, & Kane, 2012)
In the second place, a large portion of healthcare providers or industries consists
of for-profit corporations. For example, 96 percent of ambulatory surgical centers are for92

profit organizations. Overall, in the home health, dialysis, long-term care hospital, skilled
nursing facility, and hospice sectors, more than 50 percent of providers are for-profit
corporations. (MedPAC, 2012)
Finally, unlike many other developed countries which finance healthcare through
the social health insurance system, in the United States, the healthcare finance system is
fragmented. Social insurance only provides coverage to certain groups of citizens, such as
the aged, the poor, and the people who suffer disability or some other diseases. To a
greater extent, Americans finance healthcare by relying on the private insurance system.
According to the 2011 data, among the insured, around 33.2% of the population is
covered by certain public insurance programs, and about 63.9% are financed by some
kind of private insurance. In addition, a considerable portion of the population (15.7%)
has no insurance coverage and pays their healthcare bills out of pockets. 5
In summary, the American healthcare system is viewed as a privatized healthcare
delivery system and fragmental financial system. The healthcare providers are highly
concentrated. And most of the healthcare sectors are dominated by the for-profit
corporations. As a result, American health prices show some special characteristics: high
price level, great price variance, and severe price discrimination.
4.1.1

High price level
The expenditure could be a function of price and quantity of consumption. High

expenditure can be caused either by high price or high quantity of consumption.
However, according to the data of the Organization of Economic Co-operation and

5

Data source: U.S. census bureau
http://www.census.gov/hhes/www/hlthins/data/incpovhlth/2011/highlights.html
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Development (OECD), compared with the OECD average, the United States has fewer
doctor visits and a lower rank in the length of hospital stay. According to 2010 data, the
OECD average length of stay for a particular hospital care, for example, childbirth, is 6.4
days. The average length of stay for the same hospital care service in America is 5.5
days. In accordance with 2008 data, in America, the number per capita of doctor’s
consultation is 3.9 (2008) which is much lower than the OECD average 6.7 (2008). On
the one hand, there is no concrete data showing a greater quantity of consumption. To a
certain degree, the data even shows an opposite situation. On the other hand, evidence
suggests that healthcare prices are higher in the United States than elsewhere.
Pearson’s study (2009) illustrated that, according to 2005 data, American
healthcare price, in general, was 25% higher than the OECD average. (Pearson, 2009)
Based on 2008 data, Laugesen and Glied studied the healthcare spending in 9 developed
countries. Their analysis shows that U.S. primary care physicians charge higher fees for
office visits and services. Using the hip replacement treatment as an example, the
payment rate for a public payer in the United States is $1,634 which is 147% of the ninecountry average and 251% of the lowest price in Canada. In regard to the private payer,
the price gap is even broader. The American price is about 195% of the nine-country
average. (Laugesen & Glied, 2011) (Squires, 2012) Arthur Daemmrich’s study (2011)
indicates that, in the United States, the wholesale drug price of some top selling drugs is
between two and three times as high as in Germany or the United Kingdom. The retail
prices are even higher. (Daemmrich, 2011) In addition, the 2010 comparative price report
that is published by the International Federation of Health Plans (IFHP) once again shows
that America has the highest healthcare price among 12 surveyed countries. Through
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survey, data of medical costs per unit for the same medical procedures, tests, scans and
treatments are collected from 12 countries. Most of the countries are developed countries.
The survey data show that the hospital and physician costs for normal newborn delivery
are $2,147 in Germany, $2,667 in Canada, and an average of $8,435 in the United States.
The costs of hospital care per day is as low as $340 in Canada, $554 in German, $909 in
France, but ranges from $1595 to $14306 in the United States. The price of a popular
prescribed drug like Nexium ranges from $30 in the United Kingdom to $186 in the
United States. (International Federation of Health Plans, 2010) Since studies use different
measurement and calculation methods, the price level for a specific healthcare services or
product may differ. However, these measurement and calculation differences do not
prevent all studies from reaching a consensus and coming to a conclusion that healthcare
prices are higher in the United States than in most other developed countries
4.1.2

The wide price variance
Healthcare price varies greatly across different areas. Even within a narrow area,

there is a wide price variance across different providers. For a particular healthcare
service or product, the prices vary depending on where you are and from what kind of
providers or healthcare facilities you receive the services. Ginsburg conducted a study
(2010) based on the price data obtained from four national insurers—Aetna, Anthem
Blue Cross Blue Shield, CIGNA and UnitedHealth Group in 8 selected areas. In this
study, the payment rates of these private insurers are measured as a percentage of
Medicare payment rate. The study results show a great geographic variance of healthcare
price. The average inpatient payment rate ranges from 147 percent of Medicare payment
rate in Miami to 210 percent of Medicare payment rate in San Francisco. The average
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outpatient payment rate ranges from 234 percent of Medicare payment rate in Cleveland
to 366 percent of Medicare payment rate in San Francisco. Concerning the price of
physician service, the overall physician payment rates range from 82 percent of Medicare
payment rate in Miami to 176 percent of Medicare payment rate in Rural Wisconsin.
(Ginsburg, 2010) Moreover, the 2011 healthcare transparency index reports the price
variance across providers. For a certain healthcare service, such as family medicine for
people age 40-64, the price ranges from $105-$190. The highest price charged is 81%
higher than the lowest price. For the same age group, the price variance of the internal
medicine increases to 125%. In addition, the healthcare transparency index also shows a
price variance across different kinds of providers or healthcare facilities. For example, the
price of the MMR Vaccine is $126 in the physician office, $163 in little clinic, and $185
in a minute clinic and take care clinic. (Change Healthcare Corporation, 2011) In general,
the geographic price difference reflects the geographic difference of labor cost and
material cost. The price difference across providers, to a great extent, is derived from the
difference of providers’ market power.
4.1.3

Severe price discrimination
Price discrimination is another significant feature of American healthcare pricing.

The same health provider charges different prices to different patients. In return, patients
receive different price offers from their healthcare providers depending on what kind of
financial programs they are associated with. Health providers are underpaid by public
insurance programs. In order to maintain the operation, healthcare providers shift cost by
charging higher prices to the privately insured or uninsured patients. Therefore, for the
same service or product, if you are a Medicare or Medicaid enrollee, you pay the lowest
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price. If you are financed through a private health insurance plan, you pay a negotiation
price. This price is set through negotiation between the healthcare providers and your
insurer. Usually, this negotiation price is higher than Medicare or Medicaid payment rates
but lower than provider charges. However, unfortunately, if you do not have any
insurance coverage, you pay the full provider charges which are much higher than the
Medicare and Medicaid payment rates as well as the private insurance negotiation price.
Using hospital care as an example, according to the data released by the American
Hospital Association, Medicare pays 43 percent of hospital charges. Medicaid, on
average, pays only 44 percent of hospital charges and as little as 27 percent in some
states. Private insurers on average, pay only 52 percent of hospital charges. People who
qualify for the hospital’s charity care or other financial assistance programs pay either
nothing or a portion of hospital charges. People who do not have insurance coverage and
do not qualify for charity care will pay the full hospital charges. (American Hospital
Association)
If we perceive the price as the product of pricing, these special features of
healthcare price must be derived from a special pricing procedure. The objective of the
following section is to give an exploration to the price setting in the American healthcare
system.
4.2

Price setting in American healthcare system
In regard to healthcare, there are four major healthcare services and products that

most of the people will consume during their whole life experience. These healthcare
services and products include hospital services, physician and clinic services,
pharmaceutical products, and healthcare insurance. The latest data (2011) shows that, in
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the Unites States, the annual total personal healthcare consumption expenditure is
$2279.3 billion. Among the total personal healthcare consumption expenditure, the
expenditure of hospital care is 850.6 billion, accounting for 37.32 percent; the
expenditure of physician and clinic service is 541.4 billion, accounting for 23.75 percent,
and the expenditure of prescription drugs is 263 billion, accounting for 11.54 percent. 6
Additionally, insurance is essential to healthcare. The healthcare expenditure has
an element of uncertainty. No one can be sure that he/she will not experience any a
physical health issue in his/her whole life, whether this health issue is caused by reason or
an accident. In early human history, with limited technology, healthcare had little to do
with illness treatment. Most patients were treated at home instead of in health facilities,
such as the hospitals and clinics. The healthcare expenditure was low. People did not
have a strong demand for health insurance. At that time, healthcare was mainly provided
by private practitioners and financed by out of pocket payment. Nowadays, with the
development of technology, many diseases can be effectively treated. Industrialized
healthcare replaced the family practice. Correspondingly, health expenditure increased at
a high speed. People, especially the ones who are in a bad health condition are under the
threat of financial risk. The demand for health insurance has been increased. As a result,
finance becomes the key factor of consideration, and insurers become the necessary
participants in today’s healthcare system.
In the American healthcare system, services and products are financed either
through certain public insurance programs or a private insurance plan, or out-pocket

Data source: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics
Group.
6
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payment. The public insurance programs mainly include Medicare, Medicaid, the
Children’s Health Insurance Program (CHIP) and the Veterans Affairs healthcare (VA)
programs. Medicare is a federal health insurance program for people aged 65 or older and
people of all ages who are either disabled or suffer from end-stage renal disease.
Medicaid is a federal-state joint finance program which provides insurance coverage to
low-income individuals. The CHIP provides healthcare insurance coverage for lowincome children who are not eligible for Medicaid.7 Among these public insurance
programs, Medicare and Medicaid are major. According to the data of the U.S. Census
Bureau (2011), Medicare covers 15.2 percent of the total U.S. population and Medicaid
covers 16.5%. In 2011, Medicare expenditure increased to $554.3 billion, accounting for
21 percent of the total national health expenditure. Medicaid spent $407.7 billion,
accounting for 15 percent of the total national health expenditure.8 Besides the public
insurance programs, a larger portion (around 33%) of healthcare expenditures is financed
by the private health insurance plans. Private insurance consists of employ-based
insurance and non group insurance. Most of the people who are not covered by
government insurance access the insurance coverage through their employers. Only a
small portion of people directly purchase health insurance by themselves.
For a private insurance program, people pay a premium in exchange for insurance
coverage. For the public insurance program, the insurants must satisfy certain eligibility
requirements to receive the insurance coverage. For instance, they may need to belong to

7

Information source: Centers for Medicare and Medicaid Services
Data source: Centers for Medicare and Medicaid Services
http://www.cms.gov/Research‐Statistics‐Data‐and‐Systems/Statistics‐Trends‐and‐
Reports/NationalHealthExpendData/NHE‐Fact‐Sheet.html
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certain age group, suffer from a disability or specific disease, or have an income below a
certain level. When the insured patients consume some healthcare services or products,
they pay the deductible payment and co-payment, accounting for only a small portion of
the total bill. The rest of the bill is paid by insurers. As the financial media and the major
payers, insurers are widely involved in healthcare pricing. Different insurers adopt
different pricing methods and procedures. As a result, among different insurance
programs, price setting varies greatly.
In summary, due to the importance, this study investigates the price setting of
healthcare by focusing on four kinds of services and products: the hospital services,
physician and clinic services, pharmaceutical products, and healthcare insurance.
Moreover, since the price setting is closely related to the financial formats and insurance
programs, for each given service and products, we will look at the pricing within different
financial contexts: Medicare, Medicaid, private insurance plans, and the uninsured
payment. For each given service and product, we will identify what price a particular
patient pays?
4.2.1
4.2.1.1

Price setting for hospital services
Pricing of hospital services in Medicare system
Different insurers pay hospital services by using different methods at different

rates. In general, Medicare uses a fee-for-service payment system. Traditionally, hospitals
are paid in accordance with the mandatory fee schedule and on the basis of
reimbursement of incurred costs. Since 1983, Medicare has introduced a new case-based
payment system, which is called the federal prospective payment system (PPS). The
primary difference between PPS and the traditional payment system is to set the
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allowable cost for a package of services rather than set the unit rate for a particular item.
The package cost is a bundled payment which includes all the costs of the input resources
that are necessary for a particular treatment. The shift from the traditional fee schedule to
the package cost payment provides great incentive for cost constraint.
In regard to the actual process for setting a payment rate, Medicare pays hospital
in-patient care by using the diagnosis-related groupings (DRGs) case-base payment
system. DRGs were developed by Dr. John D. Thompson, head of the Yale School of
Medicine’s Division of Health Services in the 1960s. Medicare introduced the DRGs
system in 1983.Medicare categorizes all hospital inpatient care into 746 distinct
“medical-severity adjusted DRGs. (Reinhardt, 2010) Each MS-DRGs has been assigned a
payment rate. Simply put, the hospital payment rate is set by adjusting the base payment
rate in accordance with the local market condition, the DRGs types, hospital quality, and
so on. Medicare has two kinds of base payment rates. One is for large urban areas with a
population of one million or more. The other one is for all other urban and rural areas.
“The base payment amounts represent what a hospital located in these areas would be
paid for operating expenses for an average Medicare patient (before any adjustments)”
(MedPAC, 2002) Medicare assigns the payment rate to each MS-DRGs according to the
costliness of the DRGs case. Both the base payment rate and MS-DRGs payment weight
are adjusted annually. (MedPAC, 2011) The participating hospital must agree to accept
the Medicare issued payment rate and claim their payments accordingly.
Concerning out-patient hospital care, Medicare uses the Hospital Outpatient
Prospective Payment System. This payment system is established based on the
ambulatory payment classifications system (APCs). The Center for Medicare &
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Medicaid Services (CMS) categorizes procedures, services, drugs and devices furnished
in outpatient departments into about 750 APCs. CMS assigns each APC a relative weight
based on the complexity of the services compared with the median cost of services in that
APC. (MedPAC, 2002) Similarly, the payment rate is calculated by multiplying the
relative cost weight of that APC by a monetary conversion factor. The further
adjustments are made for the geographical differences and the costliness differentiations.
The Medicare payment rate for out-patient hospital care is reviewed and adjusted
annually by CMS. (Centers for Medicare & Medicaid Services, 2012)
In the healthcare system, the payment margin is widely used to express the
relationship between payments and costs. Regarding Medicare, the payment margin is
calculated as aggregate Medicare payments for a sector subtracts costs then dividesby
payments. By this measure, if costs cannot meet the payment there will be a negative
payment margin. (MedPAC, 2012) The 2012 MedPAC report to the congress regarding
Medicare payment shows that, on average, the Medicare margin for hospital services is
4.5. Hospitals have long complained that the Medicare reimbursement payment rates are
too low to cover the costs. However, the CMS argues that, though on average, the
hospital Medicare margin is negative, Medicare payments more than cover the costs of
median efficient hospitals. Many hospitals earn a positive Medicare payment margin. In
this respect, the Medicare payment rates are fair and adequate.
4.2.1.2

Pricing of hospital services in Medicaid system
Medicaid is a federal-state joint program. The federal payment, which is called

the Federal Medical Assistance Percentage (FMAP), provides a specific percentage of
coverage to the total program expenditures. FMAP ranges from 50% to 82% depending
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on the per capita income of state.9 States with low per capita income receive a higher
percentage of federal assistance and vice versa. States are responsible for the rest of the
program expenditure. Each year, states need to submit a Medicaid state plan to CMS for
approval. Though the application of the Medicaid state plan needs federal approval,
States have been given great autonomy in deciding the payment method and payment
rate. Specifically, in the 1970s and 1980s, in order to control the rapid growth in hospital
expenditure, many states passed laws and established the mandatory rate-setting program.
In most of these states, the lawful approval hospital payment rates are widely adopted by
the Medicaid program. (A.J. Culyer, 2000) Though most of these programs were
terminated by the mid-1990s, the influence of state government on hospital regulation is
maintained, especially in the Medicaid program.
In general, nowadays, two kinds of payment arrangements are widely used by
states to reimburse hospital services: the fee-for-service arrangement and the managed
care arrangement. Under the fee-for-service arrangement, state governments directly pay
hospitals for services provided. Fees are set either on a per-diem or a per-case basis.
Some states set the payment rates through a budget review process “where hospitals
submitted proposed budgets along with projections of service volumes. Regulators
reviewed the budgets and volume projections, approved or amended these figures and set
rates based on the volume projections so that the costs which they deemed to be
allowable or reasonable would be covered by total revenues”. (A.J. Culyer, 2000, p. 1496)
Some states, such as the Mississippi Medicaid program before 2011, only set the ceiling
rates and reimburse the Medicaid expenditure according to the actual cost reported. These
9

Information source: Centers for Medicare and Medicaid services
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methods provide an incentive for hospitals to manipulate patient demand and encourage
greater use of services. In order to diminish this incentive and enhance cost constraint,
some states adopt the DRGs payment system. Some states take Medicare MS-DRGs for
reference and set the payment rate as the percentage of the Medicare payment rate for an
equivalent service. Some states use APR-DRGs and set their own hospital payment rates.
MS DRGs were designed for the Medicare population, or aged population. APR-DRGs
take the entire population into consideration. Compared with MS DRGs, it has more
severity levels. Age is taken into consideration during the severity classification. In
addition, significant pediatric and adult problems have separate APE-DRGs. Even using
the same DRGs system, states may adopt different kinds of base prices and assign
different weights to each DRG. Therefore, Medicaid payment methods and rates vary
dramatically across states.
In addition, being different from the Medicare program, the Medicaid program
widely adopts the managed care arrangement. Managed care organizations (MCOs)
provide Medicaid benefits to people in exchange for a monthly payment from the state.
According to the statistics of CMS, approximately 70 percent of Medicaid enrollees are
served through managed care delivery systems. Under the managed care payment
arrangement, state governments contract with the MCOs while the MCOs in turn contract
with providers, including hospitals and physicians, in order to create a healthcare
provision network. States set the capitation rates through either the negotiations with
MCOs individually or through competitive bidding. (Holahan, 2003) MCOs pay hospitals
at the price set through the negotiation between these two parties. More than frequently,
MCOs find themselves in a delicate position. On the one hand, they want involve more
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providers to create an adequate provision network, so they cannot negotiate too
aggressively. On the other hand, under the financial risk, MCOs need to strive for
achieving an extremely low payment rate.
With the requirement for a balanced budget, states are under financial stress.
States have a pressing need for a low healthcare payment rate. Therefore, usually, the
Medicare payment rates are even lower than Medicare rates.
4.2.1.3

Price setting for hospital services in the private insurance system
The hospital payment method and payment rates for private insurance plans are

set through the negotiation between private insurers and hospitals or hospital systems. In
the time period before the 1990s, most of the private insurers paid hospitals by using the
discounted charges method. The discount refers the difference between the hospital
charge rates and the actual reimbursement rates. At that time, to a large extent, the
hospital payment rate was based on the hospital’s charges. With little negotiation power,
insurers only receive a limited discount. Since the 1990s, with the development of the
health maintenance organization (HMOs), the negotiating power of private insurers has
been dramatically increased. Insurers assertively negotiate for a large discount
percentage. HMOs usually enjoy the highest discount percentage. The study of Brannen
et al indicates that the average discount percentage for HMOs is around 41%. (Brannen,
2010) In addition, more and more private insurers have adopted DRGs payment system
or flat per diem payment rates for broad types of services. Hospital negotiation power and
the increase of the payment rates had been relatively restricted. However, due to the
hospital consolidations and consumer backlash against managed care, since the 2000s,
hospitals, have regained their market powers. Private insurers experienced a high rate of
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increase in hospital payment rates. (MedPAC, 2012) Every year, private insurers
negotiate with the hospital or hospital system one by one. Under the DRGs payment
system, the negotiation will decide what kind of DRGs they will use and what weights
will be assigned to each DRG. With the per diem payment method, private insurers will
try their best to negotiate for a lowest per diem rate. The insurers with high market power
pay less while the insurers with weak market power pay a high payment rate. The price of
the hospital care varies across insurers depending on their negotiating power. Many
studies indicate a provider market power in comparison with the private insurers.
Compared with other public insurance programs, most private insurance plans pay at a
higher rate and experience a greater price increase. (Recent Trends in hospital prices in
California and Oregon, 2010) (GINSBURG, 2010) (American Hospital Association)
(MedPAC, 2012) Ginsburg’s study of eight healthcare markets shows that private
insurers pay much more than the public insurers, ranging from a 147% Medicare payment
rate in Miami to a 210% Medicare payment rate in San Francisco. (Ginsburg, 2010)
4.2.1.4

Price of hospital service paid by the uninsured
The uninsured patients pay hospital services on the basis of hospital charge. If the

uninsured patients are qualified for the hospital’s charity care or other assistance
programs, they may only pay a fraction of the hospital charges. However, the uninsured
patients who are not qualified for charity care are requested to pay the full price listed in
the hospital charge masters. Hospitals adjust their charge masters annually. In order to
maintain their financial viability, the hospitals had to raise the charges to complement the
estimated potential loss. During the price setting, hospitals must take into account many
factors. For instance, the possible payment rates for Medicare and Medicaid, the
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negotiation leverage over the private insurers, the monetary amount needed for the
charity care, and economy loss due to patients’ failure of meeting their payment
obligation. In this regard, the prices listed on the hospital charges masters are much
higher than the costs of the services or products provided. Hospitals charge high prices
and earn a considerable profit margin by providing services to uninsured patients.
4.2.2

Price setting for the physician and clinic services
Compared with hospital services, the payment method of physician and clinic

services is more consistent. Usually, physician and clinic services are paid on a fee-forservices basis. The difference is that different financial systems adopt different fee
schedules. A fee schedule is a complete listing of fees used to reimburse the services
provided by physicians or other healthcare professionals.
4.2.2.1

Pricing of physician services in the Medicare system
The CMS develops separate fee schedules for physicians, ambulance services,

clinical laboratory services, and durable medical equipment, prosthetics, orthotics, and
supplies through different formulas and by using different weights and conversion
factors. These fee schedules adjust for the geographic differences and practice cost
differentia. Each year, the Medicare fee schedules are reviewed and adjusted for inflation
and some other factors. Indeed, Medicare updates payments for physician services by
increasing or decreasing the conversion factor according to a formula-sustainable growth
rate (SGR). In accordance with the SGR, the updates are made based on four
determinants: “changes in input costs, changes in Medicare FFS enrollment, changes in
the volume of physician services relative to growth in the national economy, and changes
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in law and regulation.” (MedPAC, 2012, p. 89) The new fee schedules are adopted with a
congress legislative approval. All Medicare participant providers must accept and make a
claim in accordance with the fee schedule.
Physicians and other healthcare professionals are not required to report their cost.
In the absence of the cost information, the financial status of physicians is estimated
based on a comparison of Medicare payment with the private insurers’ payment.
According to the 2010 data, on average, Medicare’s payment for physician fee schedule
services was 81 percent of private insurer payments. However, Medicare established
many incentive programs which provide bonus payments to the Medicare providers. For
example, physicians and other health professionals who serve in designated health
professional shortage areas (HPSAs) automatically receive a 10 percent bonus on all
Medicare services they provide. These bonus payments greatly reduced the payment gap
between Medicare and private insurers.
4.2.2.2

Pricing of physician services in Medicaid system
Like the hospital services, in the Medicaid program, physician and clinic services

are reimbursed either under a fee-for-services arrangement or the managed care
arrangement. No matter what payment arrangement is selected, physicians are paid
according certain fee schedules. The payment arrangements differ based on both who and
how the fee schedule is set? Under the fee-for-service arrangement, states set the fee
schedule and reimburse the physician and clinic services accordingly. Under the managed
care arrangement, states set a per capita rate either through negotiation with MCOs or
competitive bidding. The MCOs pay their contracted physicians either according to a
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particular fee schedule or pay on a basis of capitation. (Model Managed Care Contract,
2005) (Alguire)
Under the stressful financial pressure, state governments and health managed care
organizations strive for a low physician payment rate. As a result, physicians usually
receive the lowest payment rates for the Medicaid services they provide. In 2012, the
Kaiser Commission on Medicaid cooperating with the Uninsured (KCMU)
commissioned the Urban Institute to conduct a 50-state survey of Medicaid physician
fees. The survey data shows that, on average, Medicaid pays physicians 66 percent of
Medicare physician fees. In addition, the Medicaid-to-Medicare fee ratio varies
substantially across states, ranging from 37% in Rhode Island to 134% in North
Dakota.(Zuckerman, 2012)
4.2.2.3

Pricing of physician services in the private insurance system
For private insurers, fee-for-service is the most popular payment arrangement

used to reimburse physician services. Private insurers usually establish their own fee
schedules. For the large physician practice or physician group, payment rates are set
based on the negotiation between two parties. For the small physician practice, private
insurers quote their fee schedule. The physicians either can choose to accept and
participate in the network or not to accept and bill as an out-network provider.
4.2.2.4

Pricing of physician services for the uninsured
The uninsured patient will be charged according to the physician-developed fee

schedule. Each physician practice develops their own fee schedule. The fee schedule
must cover the complete costs, including the actual costs of services provision, a share of
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an estimated overhead costs, the expenses on charity care, the loss on bad debts and so
on. Usually, the physician developed fee schedule is much higher than other physician
fee schedules.
4.2.3

Price setting for pharmaceutical products
The pharmaceutical supply system is a complex which consists of multiple levels

of participants. In general, drug manufacturers sell the drug products to wholesalers or
the pharmacy chains at a negotiated price which usually is a percentage of the wholesale
acquisition cost (AWCs),10 or the average wholesale prices (AWPs)11. The wholesale
distributors distribute the drug products to pharmacies, hospitals, and some other medical
facilities. Sometimes, wholesalers directly negotiate with pharmacies and medical
facilities to set a price. Sometimes, they facilitate those customers to negotiate with
manufacturers. The pharmacies and medical facilities are the final distribution step. They
serve and provide the drug products to the public end-users. In a word, the drug
distribution process is extremely complicated, involving multiple payers and influential
entities.
In the pharmaceutical distribution system, drugs could be the commodity directly
purchased by the public customers in the pharmacy stores, or it could be perceived as the
materials involved in various treatments of hospital care or physician services. For inpatient services, the drug prices are bundled in the service package price. Patients usually
10

AWCs are “the price paid by a wholesaler for drugs purchased from the wholesaler's supplier, typically
the manufacturer of the drug. Publicly disclosed or listed WAC amounts may not reflect all available
discounts”. (The Health Strategies Consultancy LLC, 2005)
11
AWP is the price assigned to a drug and is listed in various pricing guides such as the Red Book, First
DataBank (used by WCD), or Medispan. AWP operates as a suggested list price, and is typically not what is
paid as buyers may negotiate lower prices through the inclusion of discounts, rebates, or free products.
Information source: Work compensation division of Oregon State Government
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see a package price of the service rather than the prices for particular drugs. Though drug
price lacks transparency in in-patient services, it is worth a discussion because it is an
important component of the service package price and it affects patients’ total payment.
In the in-patient care, health facilities, such as hospitals and clinics, are the purchasers of
pharmaceutical products. Some healthcare facilities directly negotiate with drug
companies on the drug prices. Some health facilities, especially the small ones, may
purchase through the Group Purchasing Organization (GPO) and let GPOs negotiate with
drug companies. For out-patient service, to a great extent, pharmacies are the direct
payers to drug companies. Pharmacies either negotiate with the wholesalers or the
manufacturers to set their purchasing prices. Based on this purchasing price, pharmacies
developed their own retail prices by adding the distribution costs, amount to cover the
pharmacist’s professional services in filling and dispensing, and their profit margin. The
public customers obtain drugs from pharmacies or their healthcare providers. They pay
either full or partial costs of the retail drug prices.
The relationships within the drug supply system are complicated. Though
physicians and insurers usually are not the direct payer to drug manufacturers, their
decisions greatly affect the drug sales. Physicians have the prescription authority and the
insurers determine what drugs are covered with their plans. In order to get their products
onto the physician or insurers’ preferred drug lists, drug companies usually offer
physicians and insurance companies a certain amount of payment or rebate. As a result,
drug companies are constantly negotiating with different payers or influencers, such as
Medicare, Medicaid, the private insurers, the pharmacy benefit plans, the wholesalers,
and the retail pharmacy or retail pharmacy chains. The difference is that, usually, the
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drug price negotiations do not directly focus on a particular price. Instead, the
negotiations focus on rebate or a discount percentage. The drug manufacturers negotiate a
separate contract and offer a different percentage of discount to distinct influential
entities based on the entities’ ability to affect the quantity of drug sales. Regarding the
public end users, no matter if it is for in-patient care or out-patient care, prices paid are
different depending on whether the end-users have insurance coverage and what kind of
insurance they have?
4.2.3.1

Drug pricing in Medicare programs
Within the Medicare program, drug payment method and drug price differ

depending on which Medicare part the drugs are covered by. The Medicare part B drugs
are paid through the average sales price (ASP)12 drug payment system. Pharmaceutical
manufacturers are required to submit their sales price information to CMS quarterly.
CMS calculates the manufacturers’ average sale price and uses it as the payment
reference. Within Medicare part B, drug payment to the providers will be 106 percent of
the ASP. CMS updates and notifies related providers with the ASP information quarterly.
13

(Hahn, 2007)
The Medicare Part D drug program was signed into law by President Bush in

November 2003 and went into effect in 2006. The Part D payment system is substantially
distinct from the other Medicare payment system. Rather than use the administrative

12

The weighted average of all non‐Federal sales to wholesalers net of chargebacks, discounts, rebates,
and other benefits tied to the purchase of the drug product, whether it is paid to the wholesaler or the
retailer. The basis for
reimbursement for products covered under Medicare Part B changed under the Medicare Modernization
Act of 2003 from AWP to ASP. (The Health Strategies Consultancy LLC, 2005)
13
Information source: the Centers for Medicare and Medicaid Services
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price schedule, Medicare depends on competing private insurers to provide drug
coverage. CMS contracts with private insurers, and the private insurers provide drug
plans. Every Medicare beneficiary receives the prescription drug coverage by enrolling in
a Medicare proved drug plan. The part D program runs like other private insurance plans.
Insurers design their own plan products by setting different premium, deductible
payment, and the percentage of the co-payment with related benefits. Each insurer is
allowed to provide multiple plan options. Medicare beneficiaries select the plan based on
the comparison, and CMS sets some basic regulation rules. For instance, CMS develops a
“protected list” which is a basic drug list that contrains the drugs that must be included in
plans. In addition, CMS requires that, for each therapeutic category and class, the plan
formularies should include at least two drugs, unless only one drug is available. The
private insurers need to sign an agreement in exchange for participation. Usually, Private
insurers will develop their own formularies to attract the enrollees by including more
drugs and different brands of drugs. The drug price that they paid to the drug providers is
set through the negotiation between these two parties.
Regarding the price paid by Medicare enrollees, under part A and Part B, drug
costs are bundled with the services. The patients may not pay the drug products
separately. Instead, they pay the package price according to certain Medicare
administrative payment rates. Under Medicare part D, the drug prices paid by the
Medicare enrollees are determined by the drug plans they have chosen. It should be
calculated by including a share of premium and the related out of pocket payment, such
as the deductible and the copayment. (Waxman, 2008)
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4.2.3.2

Drug pricing in the Medicaid system
The Medicaid program gives states a large degree of flexibility and authority in

drug coverage and drug price setting. Under fee for service arrangement, State Medicaid
agents are allowed to develop their own formularies. Many states use the average
wholesale prices (AWPs)14 as the reference base. The Medicaid drug price is set as the
AWPs less some percentage. Usually the percentages vary much across states. In
addition, according to the federal laws, the Medicaid drug prices must be subjected to the
Federal Upper Limit, which is periodically issued by CMS. Under the managed care
arrangement, states pay MCOs a fixed monthly payment in exchange for the provision of
drug coverage. Moreover, under the Medicaid rule, drug manufacturers are required to
participate in the Medicaid Drug Rebate Program in exchange for Medicaid coverage of
most of their drug products. Under this program, manufacturers sign a national rebate
agreement with the Secretary of the Department of Health and Human Services (HHS)
and offer different amounts of rebates for different groups of drugs. The rebates are paid
quarterly and shared between federal and state governments. (The Health Strategies
Consultancy LLC, 2005)(Hearne, 2008) For Medicaid enrollees, no matter if it is for inpatient care or out-patient care, their price is set by the Medicaid administrative
reimburse rates.

14

AWP is the price assigned to a drug and is listed in various pricing guides such as the Red Book, First
DataBank (used by WCD), or Medispan. AWP operates as a suggested list price, and is typically not what is
paid as buyers may negotiate lower prices through the inclusion of discounts, rebates, or free products.
Information source: Work compensation division of Oregon State Government
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4.2.3.3

Drug pricing in private insurance system
The complexity of industry structure, the great variety of products, and the

complex pricing and claim process all make the pharmacy benefit administration a big
challenge to private insurers. Private insurers often hire professional pharmacy benefit
managers (PBMs) to help them to untangle the pharmacy benefit coverage. The PBMs
could be either an independent company or a subsidiary of an insurance plan. On the one
hand, PBMs provide many services to insurers, such as developing the formularies and
processing claims. PBMs negotiate with manufacturers for rebate and discount. In
reward, PBMs will add the drug products of the manufacturers into the preferred drug list
of their client insurance plans. By contract with PBMs, insurers form a collective
negotiation that greatly increases their bargaining power. On the other hand, PBMs
negotiate with pharmacies regarding the payment rates. Usually they use AWPs as price
base and negotiate for a discount percentage or rebate. (The Health Strategies
Consultancy LLC, 2005) (Cosway, 2010) Through the PBMs collective negotiation,
private insurers enjoy lower payment rates. The insurants benefit from the lower price
rates as well. They pay a lower deductible and copayment based on this lower price.
4.2.3.4

Drug price paid by the uninsured
Without insurance coverage, the uninsured will pay the full retail price that is

issued by the pharmacies. The retail prices cumulate all kinds of costs of the whole
distribution process and the profits earned by different participating entities. It is greatly
higher than any other price offers received by the pharmacies, healthcare providers, or
insurance plans. Without discount and rebate, the uninsured end-users pay much higher
drug prices compared with other end-users.
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4.2.4

Pricing for health insurance
To a large extent, the price of healthcare insurance is indicated by the premium of

the insurance plan. In fact, the price calculation of health insurance also needs to take into
account the consumption related out of pocket payment, such as deductible and
copayment. The prices of insurance plans are usually posted prices which are set by
insurers. The insurants do not negotiate price with insurers. People enroll in the public
health insurance system by satisfying certain legislative criterions. They are price takers.
Once they enroll in the public insurance programs, they automatically accept the price set
by the public insurers. In the private insurance system, to a great extent, insurers are in
the dominant position regarding price setting. The private insurers give options by
providing different plan products. For different plan products, the price difference is
shown by the different combinations of premium, deductible, and copayment rates. Plans
with a low premium usually have a high deductible and copayment. Plans with a high
premium usually have a relatively low deductible and copayment. The insurants are less
likely to generate influence on insurance price. Except a small number of big employers
who can negotiate prices with the insurers, most of the small employers and the public,
with limited options, choose plans and accept the price developed by the insurers. If it is a
competitive market with many insurers, the public can exert pressure on insurers and
affect the insurance price by threatening to switch to other insurers. However, in the
United States, most of the insurance markets are highly concentrated. With limited
choices, the public are less likely to generate an influence on insurance price.
In summary, compared with the public finance system, the price setting in the
private finance system are much clearer. To a great extent, the price setting follows the
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marketing rules according to which the party that has greater market power is in a
dominant position. The decentralized, uninsured patients have the weakest market power.
They pay according to the providers’ charge masters which are developed based on the
providers’ preferences. Compared with all other patients, the uninsured pay the highest
price for healthcare services and products. People who are covered by private insurance
pay the negotiation price which is set through the negotiation between insurers and
providers. The insurants always prefer a low price. No matter if it is for profit or not,
providers have a price reference of revenue and the insurers have a price reference of
cost. For-profit providers expect to earn high profit from high revenue. The non-profit
providers need to sustain revenue to cover their cost. The for-profit insurers desire a
greater profit margin derived from the lower cost. The non-profit insurers need to
constrain their cost beneath their revenue. In the private insurance system, which party is
more influential and can better transfer their price preferences during price setting are
determined by their market power.
In regard to the public insurance programs, it looks like the governments have the
dominant power in price setting. The payment rates are set by governments, and
application of the payment rates are legislatively assured. However, the price setting
procedures lack literature coverage. Many factors of the price setting remain uncertain.
For example, what is the price reference of public insurers? Is the cost control the
primary price reference of public insurers? Or are they more aware of some normative
purposes? How do they take different interests into consideration during pricing? How do
they select the base prices? How do they develop the calculation formula? How do they
assign the weights, and so on? One of the objectives of this study is to make a
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clarification to the pricing procedures. Only with the information of price setting can we
judge whether the pricing is just or not.
All of the discussion about the features of healthcare price and the price setting
procedures in the American healthcare system provide us with the necessary background
knowledge about the context of this justice study. In the next section, the author will
extend the discussion by linking justice with the price setting in the American healthcare
system.
4.3

Value perspectives involved in healthcare distribution and healthcare pricing
Health is widely recognized as one of the primary ends of human lives. For an

individual, the bad health status not only means a physical impairment and suffering, it
also greatly restricts the range of opportunities that are open to the individual. Health
status, to a significant extent, determines our status as a fully functioning citizen.
(Daniels) In this regard, healthcare has special moral importance. Consequently,
compared with other distribution spheres, people have higher moral expectations for the
distribution of healthcare. Martin Luther King has stated that “Of all the forms of
inequality, injustice in healthcare is the most shocking and in humane.” (Beckford, 2010,
p. 42) People may tolerate significant inequality in the distribution of most other social
goods. However, they may perceive the necessity of equality in the distribution of
healthcare. (Daniels, 1981) Though people, in general, may reject the Marxist principle of
distribution based on need, they may perceive an acceptability when they apply it in the
healthcare sphere. (Daniels, 2008, p. 18) Commonly, the egalitarian and need principle
are the moral values often taken into consideration in order to achieve justice of
healthcare distribution (Cookson & Dolan, 2000). By taking into account both need
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principle and equality, Beauchamp (1975), in his essay Public Health as Social Justice,
argues for a new public entitlement-“the right to full and equal protection for all persons
against preventable disease and disability”. (Hofrichter, 2003, p. 276) From the equality
perspective, the public should receive an equal protection of health. From the perspective
of the need principle, individuals are entitled to a full protection against preventable
disease and disability.
4.3.1

Need principle in concern of healthcare distribution and healthcare pricing
With economic development, many demands are met. Healthcare is moving into

the basic need hierarchy and is widely recognized as a basic human right. People pay
more attention and have higher expectations of healthcare. The Universal Declaration of
Human Rights (UDHR) that was adopted by the United Nation in 1948 established the
moral standards, or benchmark, against which we can evaluate healthcare distribution.
(Hofrichter, 2003) In Article 25, they wrote
“(1) Everyone has the right to a standard of living adequate for the health and
well-being of himself and of his family, including food, clothing, housing and medical
care and necessary social services, and the right to security in the event of
unemployment, sickness, disability, widowhood, old age or other lack of livelihood in
circumstances beyond his control. (2) Motherhood and childhood are entitled to special
care and assistance. All children, whether born in or out of wedlock, shall enjoy the same
social protection.”15

15

The Universal Declaration of Human Rights (UDHR)
http://www.un.org/en/documents/udhr/index.shtml#a25
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As the UDHR indicated, the need for healthcare, as a basic human right, should
be fully protected. The access to healthcare should not be influenced by any economic or
social factors. If resource conditions allow, healthcare distribution should be purely based
on need. Regarding healthcare price setting, from the perspective of the need principle,
people may expect that the price setting, rather than only following the market rules and
strictly taking into account the economic determinants, should well consider what the
public needs are regarding healthcare and how these needs can be satisfied. For instance,
for the necessary healthcare services and goods we may expect that the price be set at a
lower level so that the access to these services and goods could be based on need rather
than affordability.
4.3.2

The egalitarian perspective regarding healthcare distribution and
healthcare pricing
Some scholars, such as Daniels (2008), argue that, under the resources limitation,

the need principle regarding healthcare distribution is too ideal to be applicable. Under
the restriction of resources, the question of whose healthcare need should be satisfied
comes to the center of attention. The egalitarians’ answer has widely been accepted.
Many people believe that if the healthcare need cannot be fully satisfied, it should at least
be equally satisfied. Correspondingly, equality becomes one of the primary objectives of
healthcare system design or healthcare policy making. Planners and policy-makers pursue
equality by focusing on equal access to healthcare or equal health outcome. (Rice &
Smith, 2001) (Culyer & Wagstaff, 1993) (Outka, 1974) Meanwhile, the inequality of
healthcare is often discussed in academic literatures Inequality of healthcare access and
inequality of health outcome are perceived as the challenge of healthcare ethics and the
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failure of the healthcare system. Moreover, the inequality of healthcare threatens the civil
society as a whole. (Raphael, 2003)
In consideration of healthcare pricing, from the equality perspective, people may
oppose price discrimination. They may believe that after making their differentia tax
contribution based on their income level, they should not be further charged a different
price due to their economic or social status. Moreover, the price discrimination should
not be derived from the differentia of market power. To a great extent, the public do not
directly negotiate with the providers to set the healthcare prices. If we perceive the
insurers, no matter if they are public or private insurers, as the negotiation delegators of
the public, the price differences should not be determined by the delegators’ market
power, especially when the public can not freely choose their delegators. The providers
should not charge a low price to the people who have a powerful delegator then redeem
their economic loss by charging a high price to the people who have no delegators or
whose delegators have weak market power.
4.3.3

Libertarian perspectives involved in healthcare distribution and healthcare
pricing
Besides egalitarianism and need principle, libertarianism is the value perspective

that is worthy of discussion in consideration of the justice of healthcare, especially in the
context of America. Libertarianism has a profound influence on the formation of the
American political and social system. This statement is well supported by the poll results.
Many political ideology polls use conservativsm and liberalism to identify ideological
categories. People with conservative ideologies usually propose minimum intervention
and oppose big government and welfare. In this respect, the conservative ideology is
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more close to libertarianism. The results of Gallup poll indicate that the domination of
conservative ideology held steady in 201216. On average, 38% of the survey population is
self reported as conservatives compared to 23% of self –reported liberals. The Pew
research center’s study of the American-Western European Values Gap indicates that,
among five countries: the United States, Britain, France, Germany and Spain, only in
America, the majority public (58%) believe it is more important for individuals to be free
to pursue their life’s goals in the absence of government interference. In contrast, in all
other countries, the majority of publics (Spain (67%),France (64%) and Germany (62%)
and Britain(55%)) say that the government should play an active role so as to ensure that
nobody is in need. (Pew Research Center, 2011)
Though the influence of libertarianism is not as profound as it is in other social
spheres, there are still many people who hold libertarian ideology in the consideration of
healthcare distribution. From the libertarian perspective, individuals should be
responsible for their lives and health status, because, under normal conditions, health
status is closely related to people’s habits. Healthcare decisions, such as whether to have
insurance coverage, should be made based on individual sovereignty and with a complete
absence of governmental coercion. In consistence with libertarianism in general, the
libertarians may believe that the price setting should follow the marketing rules according
to which it is just to acquire based on individual efforts, actions, or abilities. The price
should be set through the market mechanism and be free from governmental mandatory,
such as governmental fee schedule and price ceiling.

16

Data source: Gallup Politics, http://www.gallup.com/poll/160196/alabama‐north‐dakota‐wyoming‐
conservative‐states.aspx#2
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4.4

Conclusion
The discussion in this chapter explores the features of healthcare price and the

price setting in the American healthcare system, providing us with the necessary
background knowledge about the context of this justice study. However, the investigation
also indicates a lack of literature coverage on the subject of healthcare pricing. Many
factors remain unclear. For instance, what is the pricing procedure? Who are the people
making pricing decisions? Whose preferences are more likely to be involved in the
pricing decision?
In addition, to the author’s knowledge, there is a lack of academic literature
coverage on the justice of healthcare pricing. In this chapter, the author, based on the
general understanding of the value perspectives, made some prediction about people’s
perspectives regarding the justice of healthcare pricing. However, in order to learn the
public understanding of justice regarding healthcare pricing, we need to get into the real
world, meet people, and evaluate their thinking.
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RESEARCH DESIGN AND METHODOLOGIES

5.1

Research question
The primary objective of this study is to investigate the meaning of justice for

Mississippians with regard to healthcare pricing. In addition to the primary goal, there are
also some secondary objectives: uncovering the procedure of healthcare pricing,
revealing the proper role of government in achieving justice of healthcare pricing, and
unfolding the influential factors that affect the people’s understanding of justice with
regard to healthcare pricing. The research questions are stated as follows,
Research question 1: What is the meaning of justice for Mississippians regarding
healthcare price setting?
Research question 2: What is the healthcare pricing procedure in the American
healthcare system?
Research question 3: What is the proper role of government in achieving justice
of healthcare pricing?
Research question 4: How is the people’s understanding of justice concerning
healthcare pricing affected by some factors, including the general belief of
distributive justice, political views, health status, and some other
demographic factors, such as age, gender, and race?
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5.2

Research method: Mixed methods case study
A case study is conducted to answer these broad research questions with a focus

on a particular political context, the state of Mississippi. The qualitative-quantitative
mixed method is adopted to accomplish this case study. The qualitative method and
quantitative method are integrated with an adoption of the concurrent nested strategy.
The phenomenological qualitative method is defined as the predominant method which
guides the study to find the answer for the key research question: what is the meaning of
justice for Mississippians in regard to healthcare pricing? Meanwhile, the quantitative
method is embedded to enrich the description and uncover the causal relationship
between people’s understanding of justice regarding healthcare price setting and some
influential factors.
5.2.1

Case study
Case study is a research method that is commonly adopted in social science

research to explain some present circumstance, especially, for research questions that
need an extensive and in-depth explanation. (Yin, 2009, p. 4) Case study is widely
recognized as a qualitative research method. According to Creswell, “case study research
is a qualitative approach in which the investigator explores a bounded system (a case) or
multiple bounded systems (cases) over tie through detailed, in-depth data collection
involving multiple sources of information (e.g., observations, interviews, audiovisual
material, and documents and reports, and reports a case description and case-based
themes.” (Creswell, 2007, p. 73) However, some other researchers hold different
opinions. Stake (2005) perceives case study as “a choice of what is to be studied” rather
than a methodology. (Creswell, 2007, p. 73) Yin views the case study as a comprehensive
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research method that involves both qualitative and quantitative approaches. Yin’s
definition of case study includes two parts. The first part describes the scope of a case
study.
“A case study is an empirical inquiry that
 Investigates a contemporary phenomenon in depth and within its reallife context, especially when
 The boundaries between phenom enon and context are not clearly
evident.” (Yin, 2009, p. 18)
The second part indicates some other technical characteristics, for instance, data
collection and data analysis.
“The case study inquiry
 Copes with the technica lly distinctive situation in which th ere will be
many more variables of interest than data points, and as one result
 Relies on multiple sources of evidence, with data needing to converge
in a triangulating fashion, and as another result
 Benefits from the prior developm ent of theoretical propositions to
guide data collection and analysis.” (Yin, 2009, p. 18)
In essence, Yin’s definition shows his distinct understanding of case study. Rather
than being restricted on certain topics, case study can be adopted to study any topic. The
case study is suited to any study that aims at understanding a real-life contextual
phenomenon. In addition, rather than being strictly a qualitative method, case study could
involve both qualitative and quantitative approaches. This study aims to reach an in-depth
comprehension of the meaning of justice in connecction to healthcare prices setting. Both
the public understanding and the phenomenon of price setting are very context
dependent. In this respect, case study is a suitable research method to adopt.
5.2.1.1

Defining the “case”
Defining case is an important component of a case study. Cases are showed in a

variety of formats. It could be an individual, an event, an entity, a program, an activity, a
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neighborhood, a community, or a geographic area. The definition of case is closely
related to the identification of the research question. In general, the case or cases always
relate to a broader body of knowledge. The case study is an in-depth investigation of this
broader body of knowledge. This study of the meaning of justice for Mississippians
concerning healthcare price setting is, in fact, a case study of a broader knowledge—
Americans’ cognition of the meaning of justice regarding healthcare price setting.
5.2.1.1.1

Why does the author define state as the unit of analysis?

Firstly, defining state as the unit of analysis is reasonable. The American political
system is designed as a federal system. State governments enjoy wide-range authority
over many affairs, such as healthcare. Traditionally, healthcare is perceived as a state
affair. In 1854, a health bill for the benefit of the indigent insane was vetoed by the
president Franklin Pierce. His excuse was that social welfare was the responsibility of the
states. Pierce’s veto was perceived as a landmark of healthcare legislation at the federal
level. In the following 100 years, there was no federal participation in healthcare until the
1965 Medicare reform. Today, the federal role in healthcare is widely recognized.
However, State governments still have dramatic political influence on the issue of
healthcare. Consequently, we see a great variance across states with regard to healthcare
system design and regulation, as well as in healthcare cost, access, and system
performances. The 19 year (1991-2009) average of healthcare expenditure per capita
ranges from $3308.15 in Utah to $7076.54 in the District of Columbia17. In 2007 and
2009, the Commonwealth Fund conducted investigations and assessed states’

17

Data source: The Henry J. Kaiser Family Foundation,
http://www.statehealthfacts.org/comparemaptable.jsp?ind=592&cat=5
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performances on healthcare based on 38 major indicators of access, quality, cost, and
health outcomes. The reports of these studies indicate that a wide range of variance in
access, quality, costs, and health performances exists across states. Overall, there is a two
to three fold spread between the top performing state and the worst performing states.
(McCarthy, How, Schoen, Cantor, & Belloff, 2009) In this respect, it is possible for us to
expect a great variance across states in consideration of healthcare pricing. And it is
reasonable for us to set the state as the unit of analysis.
Secondly, defining state as the unit of analysis is meaningful. As the author
discussed previously, states enjoy a great autonomy and authority in developing their
policy decisions in the healthcare sphere. In this regard, state is a popular political context
for healthcare analysis.. A state focus investigation of the meaning of justice regarding
health pricing is rational and meaningful, especially for the particular state in question.
The public understanding of justice regarding healthcare pricing will provide valuable
references for the government and policy-makers of this state.
5.2.1.1.2

Why does the author select the state of Mississippi as the case?

According to Yin (2009), case study can be categorized into two groups, singlecase study and multiple-cases study. This study is a single-case study with a focus on the
state of Mississippi. Yin has identified five rationales for conducting a single-case study.
Among these rationales, the first one is a unique or extreme case. This is the reason why
the author selects Mississippi as the focus of this study. Concerning healthcare,
Mississippi is at the bottom of nationwide health rankings. In both the 2007 and 2009
Commonwealth Fund’s studies, Mississippi has the lowest scores and is evaluated as the
worst performing state. Mississippi has the largest percentage (19%) of people reporting
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that they went without care because of costs. (McCarthy, How, Schoen, Cantor, &
Belloff, 2009) All these data prove that the Mississippi healthcare system is an extreme
case and worthy of scrutiny.
5.2.1.2

Design as an initial study
As the federal government increases its influence on healthcare, more and more

nation-wide healthcare programs and regulations are established. The nation has become
an important political context for a justice study regarding healthcare pricing. However,
the author is hesitant to conduct an investigation with a larger scope at this moment due
to incomplete information and lack of guidance from previous studies.
For instance, there is a lack of literature covering the procedure of healthcare
price setting. Though there is plenty of pricing information, such as the price setting
system adopted or the formula used to calculate price, there is little coverage of the detail
pricing procedures in either government documents or academic literatures. For example,
how are the decisions regarding the adoption of a particular pricing system or formula
made? Who are the participants of this decision-making process? Through what process
or arrangement fo price setters achieve the collective decisions? For example, in regard to
pricing in the Medicaid program, does the government directly set the prices or does it
make a decision based on the suggestions of experts? If it is the later one, how do they
take different experts’ opinions into consideration? Does the government hold a meeting
or does it collect opinions through other methods? Without this information, it is hard for
a researcher to precisely catch the research population and develop a suitable research
method to efficiently and effectively collect data.
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In addition to the pricing procedure, there is also a lack of literature covering the
influential factors that affect the people’s understanding of justice with regard to
healthcare pricing. This information is valuable when aattempting to identify the
representative cases in order to make a wide range of generalizations. Without this
information, researchers will be hesitant to create a study of larger scope.
On the one hand, this single case study, with a focus on a particular state, is an
independent study which is meaningful and valuable for the state in question. On the
other hand, it can also be perceived as an initial study which tends to reduce the
knowledge gap and make preparations for further studies.
5.2.2

Mixed research method
In social science study, there are three major types of research methods:

quantitative method, qualitative method, and mixed method. A lot of researches saw a
paradigm shift in research method developments. Quantitative methods dominated social
science research from the late 19th century. (Creswell, 2008) From the latter half of the
20th century, the qualitative research method was frequently used in social science
studies. The debate over the better research method in social science has been raised
between these two camps. The quantitative purists believed that social science
researchers should treat social observations in the same way that the physical scientists
treat physical phenomena (Johnson & Onwuegbuzie, 2004) On the other hand, the
qualitative purists adopt the notion of multiple,constructed realities and believe that the
time-free and context-free generalizations are impossible for social science research. The
quantitative-qualitative debate gives researchers an opportunity to understand that each of
these methods serves different purposes and has different strengths and limitations. The
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quantitative research measures the relationship among variables and tests the predefined
theories. Qalitative research is an exploratory method used when the variables and theory
are unknown. (Creswell, 2008, p. 98) Quantitative research pursues a statistical
generalization, while qualitative researche aims at studying cases in depth and describing
complex phenomena. As more people realized the differences between these two research
methods, a trend formed toward methodological pluralism. We see that more and more
researchers began to use mixed method.
5.2.2.1

Adoption of concurrent nested strategy
This study employs the qualitative-quantitative mixed research method. How to

integrate these two different methods is a challenge faced by every researcher who adopts
a mixed research method. Creswell (2003) identifies six integration strategies: sequential
explanatory strategy, sequential exploratory strategy, sequential transformative strategy,
concurrent triangulation strategy, concurrent nested strategy, and concurrent
transformative strategy. (Creswell, 2003) This study adopts the concurrent nested
strategy. With the concurrent nested strategy, two research methods (qualitative and
quantitative) are ranked according to their priority. Usually, there is a predominant
method that guides the study. The method which has less priority is embedded to either
address different questions or collect information from different levels of groups. By
using the concurrent nested strategy, researchers collect qualitative and quantitative data
simultaneously. The results of these two methods are integrated during the analysis and
interpretation phases.
The key research question of this study concerns what the meaning of justice is
for Mississippians with regard to healthcare price setting. This is a typical topic for
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phenomenological investigation. The phenomenological qualitative method is the
predominant method that guides the development of this study. Interviews focus on, but
are not limited to, the high-ranking officials, such as high-ranked administrators of the
Mississippi health department, Medicaid program, hospital association, state clinic
management association, board of pharmacy, and department of insurance. Besides the
qualitative method, the quantitative method is also embedded. Surveys are conducted to
collect data from different levels or different groups of participants, for instance, the
lower-ranked government officials, hospital executives, physicians, managers of
pharmacies or insurance agencies, and so on. During the process of interpretation and
analysis, the quantitative data is embedded to enrich the description and the statistic tests
are introduced to analyze how the people’s understanding of justice regarding healthcare
price setting is affected by certain influential factors.
5.2.2.2

Phenomenological qualitative inquiry

5.2.2.2.1

General knowledge regarding phenomenological inquiry

Phenomenological research method is widely used in human science inquiry to
develop theories, concepts, and processes. (Moustakas, 1994, p. 11) This study employs
the qualitative phenomenological approach. Husserl (1999), a leading scholar in
phenomenology, identifies phenomenology as a science of human consciousness.
(Amicucci, 2011, p. 29) Husserl believes that the meaning of the experiences could only
be extracted from the participants’ direct and complete description of a given
phenomenon. Merleau-Ponty, one successor of Husserlian phenomenology, perceives the
phenomenology as a research method which aims to search for the meanings and
essences. Merleau-Ponty argues that people used to ignore the world as they experienced
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it. It is necessary for people to return to the lived experiences and rediscover the
perceived world. Only through this rediscovery could people find the meaning and elicit
the essences of their experiences. (Amicucci, 2011)
In general, the phenomenological methods are categorized into two classes:
hermeneutic phenomenology and transcendental phenomenology (Moustakas, 1994), or
called interpretive phenomenology and descriptive phenomenology. (Lopez & Willis,
2004)There are different philosophical underpinnings linked with these two approaches.
Descriptive phenomenology emphasizes the value of human consciousness. The essential
essence of this method is the idea of human center. It calls attention to the influence of
humans on their environment. Humans’ actions are influenced by their perceptions of the
reality. It is important for researchers to learn and understand this subjective information.
In this regard, the descriptive phenomenology strives to minimize the researchers’
influence over participants. Many descriptive phenomenologists do not propose to
conduct a comprehensive literature review and set structure or framework before
initiating the study and interacting with the participants. Some researchers do not even
establish the research question. Instead, they just listen to the participants and let them
describe their lived experiences related to the phenomenon studied. Usually, the
descriptive phenomenologist desires to directly take a fresh subjective perspective toward
the phenomenon. (Lopez & Willis, 2004)
In contrast, interpretive phenomenology emphasizes the external influence. The
interpretive phenomenologist believes that the perceived reality of the individual is
influenced by the world in which the individual lives. The interpretive phenomenologist
has an intention of unfolding the real human experience rather than the experience in
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their consciousness. To this end, the researchers strive toward identifying the possible
influence that the external environment exerts on the individual’s consciousness. On this
basis, the researchers will further disclose the real human experience by controlling the
external influences. (Lopez & Willis, 2004) (Moustakas, 1994)
Let me give a further comparison between these two methods. The descriptive
phenomenologist may directly ask the participants about their feelings or understandings
about the experience. Then, they analyze and develop the theory based on these
subjective descriptions. The interpretive phenomenologist may let the participants
describe the experiences. Meanwhile, they will also encourage the participants to
describe the contextual situation. The interpretive phenomenologist will uncover the
relation between the participants’ perceived experience and the contextual situation. With
control of the external influence, further interpretation and analysis will be conducted to
extract the theory about the phenomenon based on the real human experiences.
These two approaches are based on different philosophical underpinnings.
Therefore, they differ dramatically in terms of the way in which they carry out research.
It seems like that these two methods are polarized in most respects and are incompatible
with each other. However, from my point of view, humans, and the world in which they
live, interact with each other. Humans construct the environment, but are socialized by
the environment that they create. Regarding these two phenomenological approaches,
there is no good or bad method. There is only a suitable or unsuitable one. One approach
can not universally suit all studies. For different phenomenon and different purpose of
studies, we need pick different approaches. And sometimes, we may need to adopt both
approaches to accomplish one study.
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5.2.2.2.2

Study development

This phenomenological study focuses on both description and interpretation. The
study is developed by taking references from Moustataks’s systematic steps and
Creswell’s research procedural: identifying the interested phenomenon and research
questions, recognizing the proper phenomenological approach adopted to achieve the
study objectives, collecting data, developing a list of significant statements through data
analysis, identifying the most essential statement, and finally writing a composite
description of the essence of the phenomenon and the essential answer to the research
question. (Moustakas, 1994) (Creswell, 2008)
Regarding this study, the phenomenon that seriously interests the author is the
price setting in the healthcare system. The research question concerns what the common
consciousness is regarding the definition of justice of healthcare price setting. In regard to
the selection of a particular phenomenological approach, since the study theme is very
abstract and subjective, both methods are important. Both methods, to a certain degree,
will be involved in this study. The objective of this study is to identify the common
consciousness of justice regarding price setting in a particular social sphere, healthcare.
The subjective conscious information is extremely valuable for this study. At the
beginning of the interviews, the participants will be given opportunities to describe their
conscious perception regarding the justice of healthcare price setting. The researcher
needs to give respect and pay primary attention to the participants’ original description.
On the other hand, since justice is a very abstract theme, it may be difficult for
participants to immediately understand the idea. If participants have any confusion about
this topic of discussion, it may be important for the author to help them understand, and it
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is proper for the author to guide them to recognize their consciousness. The author is
aware that her guidance will inevitably generate some influence on the participants. The
researcher will strive toward assuring that her guidance and the influence are mainly a
knowledge involvement rather than value involvement.
In the next step, perception data are collected through in-depth interviews. By
writing and rewriting, the author will transfer the spoken words to the thoughtful texts. In
addition, the author will bracket out the descriptions. The transformation and bracketing
aim at abstracting the core themes and developing a list of statements related to the
definition of justice regarding healthcare price setting. The transformation and bracketing
must be done based on a respect to the original descriptions. On this basis, the author will
give further analysis and identify the most essential consciousness related to the study
themes. Finally, the author will write a composite description about what is the essential
meaning of justice regarding healthcare price setting.
5.2.2.3

The quantitative research method
Usually, quantitative research is intent on measuring the relationship among

variables and testing the predefined theories. This study also adopted the quantitative
method. The surveys are conducted to collect opinion data from the larger population of
participants, including lower ranked public officials, healthcare providers, and insurers.
Though there are always some suspicions on quantitative method raised from the
qualitative purists, we cannot deny the efficiency of the quantitative method, especially
when studying a large population. In addition, both the descriptive analysis and the
inferential statistical analysis are applied in this study. The descriptive data analysis is
used to identify the common consciousness of the meaning of justice with regard to
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healthcare pricing. The Chi-square test is used to determine whether there are
relationships between people’s understanding and some influential factors. The Chisquare test only specifies the existence of a relationship rather than the type of
relationship. Logistic regression will be introduced to further test what kind of
relationship between people’s understanding of justice regarding healthcare pricing and a
particular factor.
5.3

Data collection
In this study, the qualitative data are collected through interviews and the

quantitative data are collected through surveys.
5.3.1

Data type
In this study, three types of data are collected and used for analysis. Data are

collected through in-depth personal interview, survey, and document analysis. Multiple
sources of data are joined together to generate powerful and reliable findings.
5.3.2

Interview data collection
Both face to face and telephone interviews are conducted depending on the

participants’ preferences and their time arrangement. Interviews are conducted to collect
data from experts who may either have experience or are familiar with price setting in the
healthcare system. Particularly, the selection of interview participants focus on highranked government officials, including high ranked officials from the state health
department, Mississippi Division of Medicaid, state department of insurance, and leaders
of the healthcare professional associations, such as the state hospital association, state
clinic management association, state board of pharmacy, and so on. In addition, at the
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micro level, the author also conducted interviews to collect opinion data from some direct
healthcare providers, such as hospital administrators, physicians, managers of pharmacies
and health insurance agencies, and healthcare end-users. In total, 17 interviews were
conducted.
During the process of interviews, the participants were required to describe their
experiences relating to healthcare price setting and their perception of the meaning of
justice in regard to healthcare price setting. Through the open-end discussion, the
interviews gave the participants more freedom to express their opinions. In addition, the
close communication and interaction provided the researcher with an excellent
opportunity to probe and explore questions and elicit richer and more detailed responses.
The Interviews are designed as the semi-structured interview. A series of deliberately
designed questions were asked to help participants better recognize their consciousness of
the definition of just healthcare price setting. The interviews have four major objectives:
 To unfold how price is set in the heal
thcare system, particularly in the
Mississippi healthcare system.
 To unclose how the selected governm
ent officials, representatives of
healthcare providers, and public end-user s understand the m eaning of justice
with regard to healthcare price setting
 To identify the par ticipants’ self rated justice status of current healthcare
pricing
 To collect the opinions on what the just pricing mechanism is
 To collect the opinions on what kind
of role governm ents should play in
achieving justice of healthcare pricing?
5.3.3

Survey data collection
Both mail survey e-mail survey are used to collect data from the larger population

of participants. These participants play different roles in the healthcare system. The
identification of healthcare related government officials is based on the information either
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from the website of the Mississippi State Department of Health or the Mississippi Health
Care Association. In total, 70 surveys are sent to these identified government officials.
Concerning the selection of healthcare providers, by using Excel’s random sampling
function, survey samples are randomly generated from the population lists of Mississippi
healthcare providers. Every health care facility and administrator who is subjected to this
survey is randomly selected based on the population list of Mississippi licensed health
care facilities18. In total, 100 administrators of Mississippi healthcare facilities are
selected. Using the same method, 100 physicians are randomly selected based on the
population list of Mississippi licensed physicians19 as well as 100 pharmacy managers
based on the population list of Mississippi pharmacies20. The population list of health
insurance companies is developed based the information provided by the Mississippi
Insurance Department21. In total, 50 health insurance companies are randomly selected.
90 surveys are sent to managers from these 50 health insurance companies. To sum up,
460 surveys are mailed out. The industry survey usually has a relatively low response rate,
especially in the U.S.. Harzing’s cross-country study (2000) shows that America has the
second lowest response rate of mail survey. In the United States, response rate of mail
survey to industry is 11.4%. (Harzing, 2000) In this study, the industry survey accounts

18

Data source of population list of Mississippi licensed healthcare facilities: Directory of Mississippi
health facilities(2013), Mississippi State Department of Health,
http://www.msdh.state.ms.us/msdhsite/_static/resources/5235.pdf
19
Data source of population list of Mississippi licensed physician: Mississippi Board of Medical Licensure,
http://www.msbml.ms.gov/msbml/medical.nsf
20
The list of Mississippi pharmacies is purchased from Mississippi board of pharmacy.
21
Data source of the population list of health insurance companies: Mississippi Licensed insurance
company, entity, or individual listings, http://www.mid.ms.gov/licapp/download_list.aspx
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for a large portion of the total surveys. It, to certain extent, contributes to a low response
rate. Out of 460 surveys, 47 surveys are collected, resulting in a response rate of 10.22%.
The key question of the survey concerning the meaning of justice regarding
healthcare price setting. From different value perspectives, six possible understandings of
justice regarding healthcare price setting are listed as options. The participants will be
required to make a rank list for these six definitions. In addition to the key question, there
are many other questions developed to collect data about the factors that may influence
the formation of people’s understanding of justice in healthcare pricing: age, gender, race,
self-rated health status, political views, and general belief on distributive justice. The
combinations of these factors establish the contextual situations for a particular
understanding and perspective. The relationship between these factors and the definition
perspectives regarding justice of healthcare pricing uncovers the contextual reason behind
a particular understanding.
5.3.4

Documentation analysis and archival data
Besides interview and survey, documents and archival data are adopted as

supplements to enrich analysis. The author widely draws information from documents,
such as legislative documents, public policy, administrative rules, and industry reports. In
addition, the author references publicly released data and results of pervious study for
reference.
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5.4

Data analysis

5.4.1

Qualitative data analysis
Interview data analysis is developed step by step with reference to the 7-stage

analysis framework of Diekelmann et al. (1989). Diekelmann’s analysis framework,
which is shown in table 5.1, is widely used for data analysis in phenomenological studies.
(Barnett, 2005) (Fidment, 2012)
Table 5.1

Method of data analysis based on the framework
of Diekelmann et al. (1989) (Barnett, 2005)

Stage 1

Read all transcriptions for an overall understanding

Stage 2

Write interpretive summaries and coding for possible themes of all transcripts

Stage 3

Analysis transcripts as a group in order to identify themes

Stage 4

Return to the transcripts or to the particip ants for clarification or disagreements in
interpreting and writing a composite analysis of each text

Stage 5

Compare and contrast texts to identify and describe shared practices and common
meanings

Stage 6

Identifying constitutive patterns that link the themes

Stage 7

Elicit responses and suggestions on a final draft from a colleague familiar with the
content and or methods of the study.

All interviews were transcribed by the author. The author read and re-read the
transcripts to assure that she has a full understanding about the participants’ descriptions.
On this basis, the author identifies and lists the important statements. The split coding
method is used to code transcript data into small moments. In the next step, the author
grouped the statements into larger meaning units and gave an interpretation to the
meaning units. On this basis, the author identifies themes. Finally, through writing and
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rewriting, the author developed a list of composite descriptions of the themes. A further
detailed analysis is developed against the identified themes.
5.4.2

Quantitative data analysis
In this study, both descriptive statistic analysis and inferential statistic analysis are

employed. The descriptive statistics are usually used to provide sample summaries. It
aims at describing what the data shows. The inferential statistic analysis focuses on
generalization. It aims at making inferences from data and extends it to more general
conditions. (Research method knowledge base, analysis, 2006)
5.4.2.1

Data weighting
More than frequently, we hear and see that, in regard to healthcare pricing, people

with different roles in the healthcare system face different issues and pressures. It is
possible for them to have different opinions and understandings of healthcare pricing.
Therefore, the author assumes that opinions and understandings derived from this study
may differ across the different roles of participants. The author attempts to equally
include the opinions and perspectives held by participants in different roles. However, the
survey data shows that a certain group of the population is over sampled while another
group of the population is under sampled. In order to limit the biases and prevent the
identification of common consciousness from being heavily influenced by certain
population groups, survey data is post stratified. In total, there are five roles that the
participants of this study have: governments officials, hospital administrators, physicians,
pharmacy managers, and health insurance managers. These five roles are supposed to
equally carve up the total sample amount, with each role group accounting for 20 percent.
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The stratification weight is defined according to the proposed sample proportion
(pwight=0.2). The actual proportion of responders and stratification weight assignment
are described by table 5.2.
Table 5.2

Survey data weighting
Role

Proportion of survey
responders by roles

Proposed participants
proportion by roles

Government officials
Hospital administrators
Physicians
Pharmacy managers
Insurance manager
Total

26.92%
13.46%
38.46%
15.38%
5.77%
100%

20%
20%
20%
20%
20%
100%

5.4.2.2

Core variables
As discussed previously, in this study participants’ understanding of pricing

justice is captured by ranking data. A list of possible definitions of justice regarding
healthcare pricing is provided in a survey questionnaire. Survey participants are required
to assign a priority rank to each definition. Based on these ranking data, there are three
types of variables generated. The details regarding variable description and coding are
tabulated in Appendix A. Firstly, six definition variables are created, including definition
from equality perspective, definition from equity perspective, definition from fairness
perspective, definition from libertarian perspective, definition from liberal perspective,
and definition from need principle perspective. Each variable stands for a definition
derived from a particular value perspective. Ranks assigned by participants are involved
as the value of these variables. These definition variables are mainly used in descriptive
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statistic analysis to identify the popularly shared public understanding of justice
regarding healthcare pricing.
Secondly, in order to test the association of people’s understanding of pricing
justice and some influential factors, the author creates a new variable, called
understanding of justice regarding healthcare pricing. This new variable is generated by
adopting the top ranked definition option as the participants’ understanding of pricing
justice. Each possible definition is assigned a unique code (definition from equality
perspective=1, definition from equity perspective=2, definition from fairness
perspective=3, definition from libertarian perspective=4, definition from liberal
perspective=5, and definition from need principle perspective=6). For each observation,
the code of the top ranked definition is involved as the value of the variable. This variable
is mainly used in the Chi-square test to determine whether there is a relationship between
people’s understanding of justice regarding healthcare pricing and some influential
factors.
Thirdly, a series of binary categorical variables are created, each representing a
possible definition derived from a particular value perspective. These variables are named
as whether hold equality perspective, whether hold equity perspective, whether hold
fairness perspective, whether hold libertarian perspective, whether hold liberal
perspective, and whether hold perspective of need principle. Participants’ highest ranked
definition is accounted to stand for the participants’ understanding of justice regarding
healthcare pricing. Each binary variable takes values 0, 1. Let’s use the variable, whether
hold equality perspective, as an example. Observations that rank the definition derived
from the equality value perspective as the highest priority are assigned a value of 1,
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otherwise, they are assigned a value of 0. These binary categorical variables are mainly
used as the dependent variable in logistic regression analysis.
5.4.2.3

Descriptive statistics analysis
In this study, the frequency distribution analysis is introduced to identify the

commonly shared understanding of justice with regard to healthcare pricing. The
particular definitions which have high priority for the large portion of participants are the
important understandings which are worth paying attention to.
5.4.2.4

Inferential statistic analysis

5.4.2.4.1

Chi-square test

The primary objective of inferential statistic analysis is to uncover the relationship
between participants’ understanding of justice regarding healthcare pricing and some
influential factors. Since all the variables involved in this study are categorical variables,
the Chi-square test is identified as a proper statistics method to test whether there are
relations between people’s understanding of justice regarding healthcare pricing and
some influential factors. Particularly, the Chi-square test is introduced to test whether
there is an association between variable, understanding of justice regarding healthcare
pricing, and some factor variables, such as general belief on distributive justice, political
view, health status, age, gender, and race.
5.4.2.4.2

Logistic regression analysis

The Chi-square test only detects the existence of relation rather than the type of
relation. The logistic regression is introduced to identify what kind of association exists
between people’s popular shared understanding of justice regarding healthcare pricing
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and a particular influential factor. Data analysis identifies that definitions from equity
perspective and perspective of need principle are the most popularly shared
understanding regarding justice of healthcare pricing (Please refer to Chapter 7 for the
detailed analysis). Two logistic regression models are developed to identify the potential
influential factors that may affect the formation of these two common understandings.
Models are listed as follows:
Model 1: Whether holding equity perspective in defining justice of healthcare
pricing (The definition from equity perspective: the just price setting should assure that
the prices of healthcare services and products reflect the value of the healthcare services
and the products.) = b 0 + b 1 General belief on distributive justice + b 2 Political view + b 3
Role in healthcare system + b 4 Self rated health status + b 5 Age + b 6 Gender + b 7 Race
Model 2: Whether holding perspective of need principle in defining justice of
healthcare pricing (The definition derived from perspective of need principle: a just price
setting in regard to healthcare services and products should assure the satisfaction of the
basic healthcare need. In other words, a just price setting should assure that the basic
healthcare services and products are affordable.) = b 0 + b 1 General belief on distributive
justice + b 2 Political view + b 3 Role in healthcare system + b 4 Self rated health status + b
5

Age + b 6 Gender + b 7 Race

5.4.2.4.2.1

The dependent variable

The dependent variable is whether holding equity perspective and whether
holding perspective of need principle. Both of them are binary variable which take values
0, 1. Observations that rank the definitions derived from the equality value perspective
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and perspective of need principle as the highest priority are assigned a value of 1,
otherwise, they are assigned a value of 0.
5.4.2.4.2.2

In dependent variables

Due to the lack of study on formation of understanding of pricing justice, few
literatures support the identification of the potential influential factors. Most of the time,
the author draws clues from the close studies, such as the studies of the price justice and
public opinions on healthcare.
5.4.2.4.2.3

Value factors

Rokeach’s study finds a significant relationship between values and people’s
behaviors and attitudes toward a specific object. (Rokeach, 1969) He defines value as “a
standard or criterion that serves a number of important purposes in our daily lives: it is a
standard that tells us how to act or what to want; it is a standard that tells us what
attitudes we should hold; it is a standard we employ to justify behavior, to morally judge,
and to compare ourselves with others.” (Rokeach, 1969, p. 550) Therefore, we could
expect that people’s value perspectives may have a critical influence on their
understanding of justice regarding healthcare price setting. In this study, people’s value
perspectives are indicated by their perceptions regarding distributive justice in general
and their self rated ideology.
5.4.2.4.2.4

Demographic factors

The demographic factors are often incorporated into either public opinion study or
healthcare related studies. The study of Gelman et al. (2010) illustrates that age and
income are sensitive to the public opinion on healthcare reform. (Gelman, Lee, & Ghitza,
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2010) Dien’s study (2010) indicates that age and health status affect people’s attitudes
toward healthcare. (Dien, 2010) In addition, people who play different roles in the
healthcare system have different experiences, information, knowledge, and interests
regarding healthcare price setting. Therefore, it is possible for us to expect that there may
be some differences of perspective across various roles of people with regard to justice of
healthcare price setting. Finally, gender, education, and race are often included in
healthcare related studies or used to explain perspective differences. It is reasonable for
the author to make an inference that these factors may have some influence on people’s
understandings of justice regarding healthcare price setting.
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HEALTHCARE PRICING

The pricing investigation in this study, rather than focusing on payment rate
calculation, pays more attention to how the healthcare pricing decision is made, including
the procedure of pricing decision making, the determinate party of pricing decision, and
whose opinions are involved in to make a pricing decision. Based upon a dedicated data
analysis, four themes have been identified and will be described in this chapter: the
complexity of healthcare pricing, the idea that the powerhouse maybe not as influential as
most people think, that the weak party may not be as uninfluential as most people
believe, and some pressing issues in healthcare pricing.
6.1

Theme 1: the complexity of healthcare pricing
Unexceptionally, like most other researchers who study healthcare pricing in the

United States, the author of this study is strongly impressed by the complexity of pricing
decision making. On the one hand, pricing decision making is conceptually separated. In
different insurance programs, pricing decisions are made independently, following
different procedures and being based on different criterions. On the other hand,
healthcare pricing in separate insurance programs has underlying associations with each
other.
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6.1.1

Medicare pricing
Under the Medicare program, theoretically, the scope of benefits and payments

are prescribed by legislation. However, legislation only lists the categories rather than the
specific item and service. The coverage and payment amount of a particular item and
service are defined by the National Coverage Determinations (NCDs) or local coverage
determinations (LCDs). NCD is a national policy statement which is binding on all
Medicare carriers, fiscal intermediaries (FIs), quality improvement organizations (QIOs),
health maintenance organizations (HMOs), competitive medical plans (CMPs), and
health care prepayment plans (HCPPs). NCDs play the most important role in defining
coverage scope and payment. When there is no NCD or when there is a need for further
defining an NCD, Medicare Administrative Contractors (MACs) publish LCDs to
provide guidance to the public and medical communities within their jurisdictions. LCD
is only applicable to that MAC’s jurisdiction.22
NCDs are made through an evidence-based process. Traditionally, developing
NCDs is an internal procedure that is controlled by CMS. The April 27, 1999 CMS made
an announcement in the federal register to change this internal procedure to a process that
is more open and understandable to the public. The process of NCD could be initiated
either by an internal issue identification of CMS or an acceptance of an external formal
request. The requests to make an initial NCD could be submitted through two formal

22

Source: CMS

http://www.cms.gov/Medicare/Coverage/DeterminationProcess/index.html?redirect=/DeterminationProcess
/
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tracks. One track is highly time structured. It is available only to aggrieved parties. As
definition, aggrieved parties are defined as ‘‘individuals entitled to benefits under Part A,
or enrolled under Part B, or both, who are in need of the items or services that are the
subject of the coverage determination’’. (CMS, 2003, p. 55636) The second one is a less
time-stringent track which opens to anyone, including aggrieved parties, other
beneficiaries, and manufacturers. These two initial tracks give wide coverage to the
public participants. We could say that everyone has been given an opportunity to express
his/her opinion and give their suggestions regarding Medicare coverage and payment.
Upon submitting a request, CMS will make a decision to accept or reject the
request within 60 days. Given the large volume of NCDs requests, CMS prioritizes the
requests based on an evaluation of impact and processes them in order of priority. Once a
complete request is accepted, the NCD steps into a 9-month phrasal process.
CMS uses the initial six months to conduct a formal evidence review and develop
a proposed decision, or decision memorandum. The phases that are often included are
listed in order as following: Preliminary Discussions, Benefit Category, National
Coverage Request, Staff Review, External Technology Assessment And / Or Medicare
Coverage Advisory Committee, Staff Review Draft Decision, Memorandum Posted.
(CMS, Medicare Modernizaton Act (MMA) Coverage Flowchart) In practice, time used
and phases involved may differ case by case. In many cases, CMS does not use all six
months and developing proposed decision is dependent on a staff review. However, in a
complex case that needs to commission a technology assessment from an outside entity
or convene the Medicare Evidence Development and Coverage Advisory Committee, the
review requires a longer time frame. In addition, upon the opening of a formal review,
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CMS will post the tracking sheet on their website, enabling the public to track and
monitor the decision developing process. Then, CMS will allow a 30 days for the public
to comment on the NCD review topic. The initial comments are used to inform the
proposed decision. After posting a proposed decision, another 30-day comments period is
opened. During this time period, the public is again invited to comment on the proposed
decision. CMS has promised to give full consideration and respond in detail to the public
comments on the proposed decision. CMS will further review and revise the proposed
decision with reference to the public comments. The final decision of NCD must be made
and posted on CMS website no later than 60 days following the close of the public
comment period on the proposed decision. (Medicare Program; Procedures for Making
National Coverage Decisions, 1999)
LCD is another ruling document that defines the coverage and payment of a
specific item or service in the Medicare program. Medicare administrative contractors
(MACs) are in charge of the development of LCD. MACs refer to the private health
insurance carriers who contract with the federal government to carry out the
administrative responsibilities of traditional Medicare (part A and B) in a certain region
of the United States. LCD functions more like a supplement of NCD. In the absence of a
particular NCD, LCD will be developed locally by MAC based on review of medical
literature and the contractors’ understanding of local practice. Compared with NCD, the
process of developing LCD has greater flexibility and is less time structured. Very
frequently, LCD is made on a claim-by-claim basis. (CMS, 2003, p. 55636) Only new or
revised LCD that makes a substantive correction requires a comment and notice period.
Otherwise, MACs can develop and publish a LCD immediately. In the case of needing
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comment and notice, MACs develop a draft LCD and distribute it to the related medical
providers or organizations. MACs provide a minimum comment period of 45 calendar
days. The comment period begins upon the distribution of the policy. After the issuance
of the final LCD, MACs give a notice period of 45 calendar days. The new LCD will
come into effect until the end of the notice period. (CMS, Center for Medicare &
Medicaid, Rev 2013)
6.1.2

Medicaid pricing
Medicaid is a state-federal joint program. Finance of the Medicaid program is a

mutual obligation of federal and state governments. Under the Medicaid program, the
federal government administrates at the macro level. The federal government provides
matching funds and establishes general guidelines to ensure proper operation of state
Medicaid plans. While states must follow the federal guidelines in order to receive
matching funds, states enjoy a great autonomy and flexibility in developing their own
Medicaid plans, defining the enrollment eligibility, benefit coverage scope,
methodologies for providers to be reimbursed, and the administrative requirements. Since
states have great flexibility within broad federal guidelines, Medicaid programs vary
significantly from state to state. Especially in Medicaid pricing, the federal government
does not really intervene. The primary responsibilities for determining payment
methodologies and reimbursement rates rest with state Medicaid agencies. During the
interview, many government officials, though they did not describe it in detail, assert that
they believe there is a wide variety of Medicaid pricing across states. In the following
section, this study will focus on Mississippi and look at the pricing procedure in the
Mississippi Medicaid program.
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Unlike many other states, Mississippi provides a relatively loose regulatory
environment to the Medicaid program. State regulations do not set forth substantive
requirements for the state Medicaid program. Generally, the state monitors Medicaid
operation through budget control. (Role of State Law in Limiting Medicaid Changes)
Annually, the Mississippi division of Medicaid (MDOM) files the budget
recommendations and submits to the state legislative budget office for approval. Other
than that, state government does not directly intervene in the daily base operation of
Medicaid. MDOM takes fully responsibility in developing benefits coverage and
payment determination.
During the investigation, the author found that the method and standard for
establishing payment rates are well documented. However, the decision making
procedure is not crystal clear. Through interview and documentation analysis, the author
constructs a general understanding about the pricing procedure of the Mississippi
Medicaid program. Basically, DOM defines reimbursement methods and rates through
state Medicaid plans. The state Medicaid plan is an actual contract between federal and
state governments. It only comes to enforce upon a federal approval. Whenever DOM
wants to initiate a change to the existing Medicaid program, he needs to submit an
amendment to CMS for review and approval. In Mississippi, state plans and amendments
do not need state approval before submission to the federal government as long as the
budget related to this Medicaid change has legislative approval. Regarding decision
making in Medicaid reimbursement, DOM has two major references, including Medicare
reimbursement rates and providers’ cost reports. In addition, DOM keeps them informed
by consulting with peer programs and healthcare providers in other states.
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Though DOM enjoys autonomy and authority in Medicaid pricing, participating
providers and beneficiaries have appeal rights to the administrative decision of DOM.
According to the Mississippi Code of 1972 (Section 43-13-121), as amended, and DOM’s
administrative code, any participating providers and beneficiaries could request a fair
hearing if they are not satisfied with the DOM’s final administrative decision, including
matters relating to payment rates and reimbursement. (Administrative Code, Title 23:
Medicaid Part 300, Appeals) (Mississip Code of 1972 (as amemded)) (State Plan)
6.1.3

Pricing in private insurance program
Generally, in the private sector, healthcare pricing follows the free-market

mechanism. The health insurance solutions, or plans, are products of health insurance
companies. The premium is the price of the insurance product. Health insurance
companies set premiums to their products with great autonomy under limited
competition. Governments do not really intervene in the pricing of the private health
insurance market. The state insurance department and commission are only responsible
for review and approval of rate changes. An interviewee who works in the Mississippi
insurance department indicates that pricing is an internal decision belonging to the
insurance company. In the private health insurance market, government is more like a
maintainer who maintains the proper operation of the market, assuring that rate changes
are justifiable and products are marketed fairly without over advertising and frauds.
Regarding the reimbursement rates, or the prices that insurers pay for healthcare
services and products, they are set through a negotiation between insurers and health care
providers. All health care providers have their own price list, known as the bill amount or
charge master. With limited insurance coverage, charge master was an important
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reference used to calculate the expenditure of uninsured patients. Moreover, in the days
when there were no restriction on “balance billing”23, providers could bill the patients the
difference between the insurance reimbursement and the fees that they wanted to be paid.
At that time, charge master was a critical reference used to calculate the balance bill.
However, nowadays, with the expansion of insurance coverage and most states passing
restrictive laws against balance billing, the charge master has less importance than
previously. Especially in individual clinic practice, the charge master becomes a
theoretical term which has no meaning in real practice. When the author asked an
interviewee who worked in the billing department of a physician clinic about the use of
charge master, she expressed an ignorance of the term. After the interpretation, she
noticed that the author may mean the bill amount. As she described, the bill amount is the
price listed in the bill report. The bill amount is initiated in the billing software and
adopted with the adoption of the software. No one knows how it is calculated, and no one
uses it to calculate the real expenditure of services or products.
At the time that charge master had more practical value, the calculation of the
charge master was more accurate and realistic. As a hospital administrator indicated
during the interview, hospitals used to set the charge master based upon costs, including
the operation cost, long-term maintenance and upgrade cost, and other overhead costs.
However, nowadays, the hospital charge master has become more and more disconnected
from costs. On average, the costs only count for about 30% of the charge master rates.

23

Balance billing refers to the term or conditions under which “providers charge patients the difference
between what the health plan chooses to reimburse and what the provider chooses to charge. (Porter &
Teisberg, 2006, p. 338)
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Theoretically, the providers can charge whatever they want. However, insurance
companies will not take whatever the providers ask. The insurance companies also have
their desired allowable rates. In the private insurance program, the real prices are used to
calculate the expenditure, and the reimbursement of the cost of medical service and
products are determined based on the negotiation between providers and insurers.
Whether providers or insurers can attain their desired prices depends on which one has
more market power. In an area where there are few providers, providers have relatively
high negotiation power and are more likely to set the reimbursement in their desire.
Otherwise, the health insurers dominate the pricing process and price level. In order to
increase negotiation power, hospitals, clinics, and other medical facilities tend to
negotiate with insurers collectively, either by conducting groups or by associating with
medical practice groups. Small individual providers are price takers rather than
negotiators. In order to have enough patients and keep their business, small individual
providers affiliate with insurance networks and accept the insurers’ allowable rate as
reimbursement rates.
Due to the independence of pricing in different insurance programs, prices paid
by different patients vary greatly. According to a participating hospital administrator,
Medicare and Medicaid patients pay much less than patients who are covered with
private insurance or patients who have no insurance coverage. The private insurance
negotiated payment rates are about 35% of the charge master rates. The patients without
insurance coverage pay differently according to their economic status. However, not
every hospital does this. The hospital that he works in offers different discount rates to
people who have no insurance coverage. The hospital links the discount percentage to the
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federal poverty guideline. On average, patients without insurance coverage pay 61% of
the charge master.
6.1.4

Drug pricing
Compared with other healthcare services and products, drug pricing strictly

follows the market mechanism. There is limited government intervention and regulation
in the drug market. According to an interviewee who works in the Mississippi Board of
Pharmacy, manufacturer, wholesalers, and insurers play more important roles in drug
pricing. The pharmacy does not have much influential power in drug pricing. In contrast,
pharmacies frequently encounter emergency situations due to supply price increase.
Actually, the author happened to encounter such an emergency during the interview day.
The interview had to be postponed, and the author waited for two hours because the
interviewee had to go to the drug store to handle an emergency situation. As the
interviewee explained, a wholesaler purchased one drug and monopolized the sale of this
drug. He hiked up the drug prices from around $10 to over $ 120. It is hard to believe that
the price of a drug can be increased over 10 times over night. The author is shocked when
she first heard about this. But soon after a follow up investigation, she realized that, in the
drug market, this is not shocking news at all. On March 7, 2011, KV Pharmaceuticals
suddenly raised the price of Makena, a drug that prevents premature birth, from $10 to
$1,500. (Somanader, 2011) On December 3, 2003, Abbott instituted a massive 400%
price hike in the wholesale price of Norvir, “a standalone Protease Inhibitor used to treat
HIV”. (Court Finds Sufficient Evidence For Abbott Laboratories Trial, 2011) This
overnight price increase aims to undermine competitors' sales and stymie competition in
the HIV drug market. Andy Birkey (2008) reported more shocking price gouging in her
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article. “A drug to help newborns with a rare heart condition increases from $108 to
$1,500 in the space of a year. The price of a 40-year-old anti-cancer drug increases 8,000
percent. A treatment for babies with spasms jumps from $1,600 to $23,000 seemingly
overnight.” (Birkey, 2008)
The interviewee of the Mississippi Board of Pharmacy further demonstrated that
“besides patients, pharmacies are the victims of drug price gouging, as well. Though the
supply price has been increased dramatically, the pharmacy will still be reimbursed at the
old contracted price at least for months until a new price is set through the negotiation
between the corporation of pharmacy and insurance company. Thus, pharmacy had to
suffer huge economic loss from this emergent increase of supply prices”.
6.2

Theme 2: Regarding healthcare pricing, the powerhouse may be not as
influential as most people think.
People are crying about high healthcare prices. People are placing the blame for

contributing to high healthcare prices on everyone else. We hear it every day and
everywhere we go. However, the question of who the influential parties of healthcare
pricing are is largely unanswered and the auther feels she must start her inquiry here. The
author does not limit her searching within literature review and document analysis. She
also listed the question in her interview agenda and survey questionnaire. The findings
are interesting and full of information. In a word, the powerhouse may be not as powerful
as we think, and the cipher may be not as weak as we consider.
6.2.1

The powerhouse in healthcare pricing
Data collected by this study indicates that people have a common belief that

governments are determiners in the public sector and that healthcare insurers are the
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dominator in the private sector regarding healthcare pricing. During the interview, when
the author asked who the most influential party is in health care pricing, government and
health insurance companies are most likely to be mentioned. The survey results coincide
with the interview responses. According to the weighted survey data based on roles of
participants, about 30 percent of survey responses indicate that government is the most
influential party. Around 46.18 percent of survey responses vote in favor of health
insurers.

Who is the most influential party in healthcare pricing?
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Figure 6.1
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Distribution of opinion regarding the most influential party in healthcare
pricing

Many hospital administrators and clinic administrators state that, with the
expansion of public programs, governments have become the most influential party in
healthcare pricing. Medicare and Medicaid patients account for a large portion of the total
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hospital patient population. In order to keep the business running, hospitals had to
compromise to the government regulation, as well as their reimbursement. In addition,
more and more private insurers adopt or refer to Medicare reimbursement technology or
rates to develop their own reimbursement system. For instance, following Medicare,
private insurance companies adopt Diagnosis-Related Groups (DRGs) payment system to
reimburse hospital services. It is not uncommon to see private insurers set their allowable
charges as a certain percentage of Medicare rates. (Jones, 1996) In this respect, through
the public insurance programs, government exerts a more profound influence on private
insurance practice and even on healthcare pricing as a whole.
Governments and small health providers are more likely to vote in favor of the
private health insurers. The survey data indicates that, among those who vote for private
insurers, government officials account for 28% of votes; physicians account for 16% of
votes; and pharmacies account for 42% of total votes. One of the interviewees explained
that the individual physician or small physician practice group is totally absent from
healthcare pricing. Insurance companies set their allowable rates and reimburse against it.
Physicians do not even know the reimbursement rates in advance. Only after filing a
claim, can physicians know how much they have been paid for a particular procedure.
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After reading the above data and analysis, the readers may once again be
convinced that governments and private insurers are the absolute powerhouse in
healthcare pricing. However, if we give a more thorough investigation by going through
the answers to other survey and interview questions, we may find that this belief is not
unshakable. In order to increase the validity and trustworthiness of this study, the author
uses the triangulation strategy. In addition to asking directly who the most influential
party in healthcare pricing is, the author also asked several other questions: What factors
do governments or a particular industry consider most during healthcare pricing? Does
government or a particular health care provider feel pressure in making a pricing
decision? If so, where does the pressure come from? And how do you evaluate the
influential power of governments or a particular industry in healthcare pricing?
Comparison of the data gathered from the answers to different questions reveals a more
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integrated view: the powerhouse in healthcare pricing may not be as powerful as most
people believe.
6.2.2

Limitation of governments’ influence
There are two reasons for the limited government influence on healthcare pricing.

Firstly, in health care decision-making, government is not a decision maker who enjoys
full autonomy. Almost all of the government officials who are subject to this study have
mentioned that government is under great lobbying pressure from health care
professionals and industries. According to the database kept by OpenSecrets, healthcare
related industries take five positions among the top 20 lobbying industries. Specifically,
the pharmaceuticals/health products industry is ranked first in this list. Its cumulative
lobbying spending between 1998 to 2013 is over 2.7 billion, which is 0.8 billion above
the second most generous industry— insurance. Those health care industries either
collectively or competitively lobby to transfer their preferences into policies. On the one
hand, government tries to make a balance between different interests. On the other hand,
they had to muddle through to carry out the policies. Facing great lobbying pressure,
more often than not, government had to compromise to various industry interests.
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Table 6.1

Top lobbying industries (based on cumulative spending (1998-2013)
Pharmaceuticals/Health Products
Insurance
Electric Utilities
Business Associations
Computers/Internet
Oil & Gas
Misc Manufacturing & Distributing
Education
TV/Movies/Music
Hospitals/Nursing Homes
Securities & Investment
Civil Servants/Public Officials
Real Estate
Health Professionals
Air Transport
Misc Issues
Automotive
Telephone Utilities
Telecom Services & Equipment
Health Services/HMOs

$2,742,005,132
$1,922,412,969
$1,802,863,183
$1,567,040,966
$1,503,975,588
$1,476,039,737
$1,259,151,490
$1,257,646,363
$1,168,228,180
$1,165,514,452
$1,093,644,236
$1,089,997,927
$1,062,265,651
$1,039,677,846
$977,623,645
$835,064,251
$792,756,213
$769,831,875
$756,415,189
$717,456,480

Source: OpenSecrets lobbying spending database
http://www.opensecrets.org/lobby/top.php?indexType=i&s
howYear=a

Secondly, the government’s decision making is frequently tied down by his
partners. In the American health care system, government plays the role of financer or
sponsor. In general, governments do not directly provide healthcare services. Instead,
they rely on private healthcare providers to carry out the services and satisfy the public’s
healthcare demand. In addition, nowadays, governments increasingly depend on private
insurers because they shift the use of intermediaries to handle administrative services to
contracting with private insurers in order to carry out administrative services. In addition
to the regulator-regulated relationship, governments and private providers and insurers
are partners. A good relationship and cooperation are important for governments and
their private partners. Although governments have ruling authority, during decision
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making, governments must take their partners’ interests into consideration. This argument
is better illustrated by the survey and interview results. The survey and interview results
show that providers’ requirements and costs are the factors that governments consider
most during healthcare pricing decision making. Given seven options to the question,
“what factors does government consider most in making a price decision,” the most
popular answer (frequency rate is about 35.7%) is pricing to make sure to cover the cost
of services and leave a reasonable profit margin for healthcare providers.
During the interview, the author asked if governments feel pressure. If so, where
does the pressure come from? Some of the interview responses are listed as follows:
“Yes. The industry lobbyists put strong pressure on governments. In addition, the
budget is a big concern of government ……”
“Huge pressure. Governments try o manage and balance diverse interests and
conflict interests. Governments must listen to healthcare providers, taxpayers,
beneficiaries ……”
“Yes. We must be very careful to make sure that we work under authority. Any
policies that are beyond authority and probably against the interests of industry will be
push back by industry.”
“Yes. Political pressure from industry lobbyists. Pressure from providers.”
The survey results, once again, are consistent with the interview results. Around
42.9% participating government officials indicate that most government pressure comes
from the healthcare providers. About 21.4% participating government officials state that
government faces pressure from the private health insurers.
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Finally, the self-evaluation of influential power further shows that government
officials are not very confident with government influential power regarding healthcare
pricing. 42.9% of participating government officials believe that governments’
influential power is weak.
6.2.3

Limitation of insurers’ influence
Concerning another powerhouse, private health insurers, people may find that,

nowadays, health insurers have been successfully modeled as a “bad guy” who is
powerful, merciless, and mercenary. Healthcare providers complain that insurers’
intervention has threatened their professional autonomy and ruined the patient-provider
relationship. Doctors complain about being underpaid and criticize the insurance
companies for placing financial restrictions on them. Likewise, the public is unsatisfied
with the excessively expensive premium and limited choices and decision rights. They
blame insurers for an immoral risk selection. Moreover, they believe that their quality of
care has been sacrificed to meet the insurers’ desire for profit. Negative impressions and
stereotypes cause misperception. Fairly speaking, health insurers may be not as powerful
as most people think. On the one hand, the influential power of the private insurers varies
across different providers and locations. On the other hand, private insurers are losing
their marketing power and are not as powerful as before.
In the first place, health insurers are not the boss of everyone. Different healthcare
providers have different negotiation leverage. Among the provider group, primary care
physicians are at the bottom of the list. Primary care physicians have a tendency to
practice solo or in a small group. Compared with other providers, they are numerous and
decentralized. This structure determines that the primary care physicians have the least
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market power and negotiation leverage. As a result, few, if any, primary care practices
are able to dictate prices to health insurers. The specialty physician market is more
concentrated. Specialists tend to work in bigger groups. The large practice scale wins
them more negotiation clout. Also, many specialists are the “must have” physician for
health plans. Without them, health plans can’t provide adequate access to the specialty.
Hospitals are in an even stronger position. In fact, the “must have” hospitals are at the top
of the negotiating heap. The study by the Center for Health System Change zooms in four
national health insurers: Aetna, Anthem Blue Cross Blue Shield, CIGNA and
UnitedHealth Group. It also focuses on eight selected markets: Cleveland; Indianapolis;
Los Angeles; Miami; Milwaukee; Richmond, Va.; San Francisco; and rural Wisconsin.
This study illustrates that the wide variation in private insurance payment rates is the
evidence of hospital market power. The payment rates that hospitals charge the private
insurers are much higher than the ones they charge the public insurance programs. Within
one area, some influential hospitals could command a price that is several times higher
than what other hospitals request. For example, in San Francisco, the most powerful
hospital could request an inpatient payment rate as high as 484% of Medicare rates,
which is 256% higher than the lowest payment rates in this area. For outpatient services,
the most powerful hospital could even command over seven times (718%) what Medicare
pays, while the lowest payment rates for outpatient services in this area is 268% of
Medicare rates. (Ginsburg, 2010)
Data collected in this study, as well, proves that the private health insurers have
different influential power to different providers. Private health insurers are more
powerful over the small health care practices and have less market power and negotiation
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leverage compared with hospitals. Around 41 percent of participating physicians and 75
percent participating pharmacy managers view health insurers as the most influential
party in healthcare pricing, while only about 30 percent of participating hospital
administrators vote in favor of the private health insurers. Meanwhile, 47 percent of
participating physicians and 75 percent of participating pharmacy managers report that
they receive most pressure from health insurers. However, no hospital administrators
view insurers as their major pressure source. Instead, most of them express that the most
pressure comes from government regulation.
In the second place, with a historical comparison, we may find that health
insurers’ market power and negotiation leverage are declining. There once was a time
when insurers had dominant market power, pressuring health providers to cut cost and
accept payment rates. With the development of managed care, the influential power of
the private health insurers reached its peak. However, since the late 1990s, with a
backlash against managed care and provider consolidation, the balance of power is
gradually shifting in favor of providers, especially the big providers, such as hospitals.
(Ginsburg, 2011)
In summary, no health insurers have absolute, prevalent influential power across
all health providers and markets. In a particular area and market, the most influential
party who can command prices according to their desires depends on who has more
market power and negotiation leverage in that particular area and market. To a certain
extent, the health insurers have been misperceived. In addition to media, health insurers
themselves are also responsible for this misperception. Compared to providers, health
insurers keep a distance from the public, making the industry a mysterious realm. During
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this study, the author also feels that healthcare providers and governments are more open
and cooperative, while insurers are more hesitant and less likely to participate. Health
insurers should understand how important a positive image is for an industry or a
business. They need to better work on changing their negative image. This change could
start with letting the public know more about the health insurance industry.
6.3
6.3.1

Theme 3: The ciphers in healthcare pricing may be not as weak as we
consider
The cipher in healthcare pricing
In the healthcare system, compared with governments and health insurers,

healthcare providers and the public end-user are widely recognized as the less influential
parties. Survey data collected by this study shows that, compared with government and
insurers, healthcare providers and the public end-user win fewer votes in response to the
question: “who is the most influential party in healthcare pricing.” Only 21.73 percent of
participants believe that providers are the most influential party in healthcare pricing.
And only 1.63 percent of participants vote in favor of the public end-user. Healthcare
providers have a more positive image and enjoy great public support. During the
interview, the author found that almost all of the participating public end-users have a
long-term, good relationship with their healthcare providers. They trust their providers’
expertise and respect their providers in person. They are more willing to believe that
issues or difficulties that they have experienced in access to healthcare are caused by
other parties rather than their providers. The 2010 Gullap Poll found that 70% of
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Americans feel confident in the accuracy of their doctor's advice.24 They take their
doctor’s advice without a second opinion. Data collected by another Gullap Poll
indicates that 84% of Americans rate the physician care as excellent/good, and 72 percent
of Americans rate hospital care as excellent/good. However, Americans are less likely to
rate the health insurance company as excellent/good, with 42% doing so. On the other
hand, only 4% of Americans rate physician care as poor and 7% of Americans rate
hospital care as poor, while 24% Americans rate the services provided by their health
insurance company as poor.25 The results of the public opinion poll suggest that health
care providers are less likely to face the public opinion challenge. The public tends to
believe that the healthcare providers are least responsible for problematic issues, as well
as the issue of fixing the healthcare system. The believe that healthcare providers, under
the pressure of government regulation and the marketing dominance of health insurers,
lack capability of changing healthcare system. However, with the limitation of
information and knowledge about the health care system, the public may not know that
healthcare providers are more influential than they could possibly imagine.
6.3.2

The influence of healthcare providers on healthcare pricing
In practice, healthcare providers could influence healthcare pricing in many ways:

expert influence, information influence, political influence, and market influence.

24

Data source: Gullap Poll http://www.gallup.com/poll/145025/Americans‐Doctor‐Advice‐Without‐
Second‐Opinion.aspx
25
Data source: Gullap Poll http://www.gallup.com/poll/145214/Rate‐Nurses‐Doctors‐Highly.aspx
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6.3.2.1

Expert influence of healthcare providers
No doubt, there are not health systems built by non-experts. Experts who are

knowledgeable in medicine and know about the operation of healthcare facilities are the
backbone of the healthcare system. Given the complexity of this system, only the one
who is working in, or once worked in, this system can know well about it. In other words,
most health experts either are, or once were, healthcare providers. In every healthcare
system, healthcare providers are always the most important components of the system
designer group. Their advice has always had a significant influence on the development
of business strategy or policy decision. Healthcare pricing is not an exception. From the
pricing model to a price rate of a particular medical service or item, no decision can be
made without expert consultation.
Medicare pricing is a good example. CMS develops the payment rates for services
by relying on the professional expertise of the health care providers. In addition to relying
on its own internal experts, CMS also heavily relies on external expert resources,
referring to the extensive provider data source, advisory committee, external consultation,
and propose & comments process. CMS develop the payment calculation formula, adopt
code, and assign values to each component of calculation formula with reference to
professional advice. Using Medicare physician fee schedule setting as an example, the
formula for calculating physician fee schedule payment amounts is as follows:
Pricing Amount = [(Work RVU * Work GPCI) + (Transitioned PE RVU * PE
GPCI) + (MP RVU * MP GPCI)] * Conversion Factor (CF)26

26

Source:CMS http://www.cms.gov/Medicare/Medicare‐Fee‐for‐Service‐
Payment/PhysicianFeeSched/index.html
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The physician work relative value unit (RVU) is one of the most important
components of this calculation formula. They indicate the level of time, skill, training and
intensity in order to provide a given service. Physician work RVU was originally
established under a cooperative agreement between the Department of Health and Human
Services (HHS) and a research team at the Harvard School of Public Health. In addition,
Physician Payment Review Commission (PPRC), Panels of physicians, numerous
medical specialty groups, the American Medical Association (AMA), and Health Care
Financing Administration (HCFA), were all involved in the development of work RVU.
Another important component, Practice Expense RVU (PE RVU), addresses the costs of
maintaining a practice. The currently used PE RVU is resource-based. It is established
mainly based on two sources of data: the Clinical Practice Expert Panel (CPEP) data and
the AMA’s Socioeconomic Monitoring System (SMS) data. Malpractice RVUs (MP
RVUs) represent the professional liability expenses. The MP RVUs are developed based
on malpractice insurance premium data collected from commercial and physician-owned
insurers from all the states, the District of Columbia, and Puerto Rico. Briefly, the
development of the physician fee schedule heavily relies on the provider’s expertise and
real practical data. Both physicians’ expert advice and practice substantially affect the
pricing of physician care.
6.3.2.2

Information influence
Healthcare pricing heavily relies on information provided by healthcare providers.

CMS recognizes the growing importance of data in value-based care. CMS collects and
tracks data from multiple sources and by using different strategies. Firstly, CMS requires
contractors and certain providers to routinely collect and submit data to CMS. Secondly,
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CMS frequently conducts surveys and holds open door forum call to collect information
from provider community. Thirdly, CMS conducts programs, contracts with external
consultation, and launches databases to keep track of information on health care services
and costs.
During the interview, one interviewee who works in the Mississippi Division of
Medicaid expressed that healthcare providers have been widely involved in Medicaid
payment rates setting. Medicaid pricing, as well, is based upon healthcare providers’
advice and the cost information provided by healthcare providers. Mississippi Division of
Medicaid holds meetings or communicates through other methods to collect providers’
opinions on Medicaid payments. They hire consultation companies to collect information
from healthcare providers. Moreover, they contract with healthcare providers who serve
in other states to gather cost and price information. In this respect, healthcare pricing
decisions are made based upon cost and price information provided by healthcare
providers. To a certain extent, healthcare providers can affect healthcare pricing through
information provision.
6.3.2.3

Political influence
Healthcare providers can affect policy decision making with their political

influence. As the author discussed previously, both interview and survey data indicate
that the government feels pressure from healthcare providers. Many officials who are
subjected to this study are convinced that the government is under pressure from the
lobbying of healthcare providers. Besides the verification from the government’s side, the
author also gets confirmation from the providers’ side. One participating hospital
administrator, with confidence, mentioned the healthcare provides’ political influence on
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government policy decision. He indicated that health care providers, particularly
hospitals, form associations, sharing information and behaving collectively. That makes
their opinions well organized and more likely to attract the government’s attention. In
addition, health providers transfer their policy preferences and influence on policy
decision through supporting the political candidates who share common beliefs with
them. In other words, they affect policy decision by lobbying.
The lobbying spending data kept by Open Secrets demonstrates that healthcare
providers are the m ost generous lobbyists. Among the top 5 m ost generous lobbyists,
healthcare provider associations occupy three positions. American Medical Association is
ranked No.3. They spen t 295 m illion on lobbying between 1998 and 2013. Am erican
Hospital Assn is ranked fourth with 249.4 million of cumulative lobbying spending. The
Pharmaceutical Rsrch&Mfrs of America is ranked fifth in this list. They expended totally
246.4 million on lobbying between 1998 and 2013.
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Table 6.2

Top lobbyists (based on cumulative spending (1998-2013)
US Chamber of Commerce
General Electric
American Medical Assn
American Hospital Assn
Pharmaceutical Rsrch & Mfrs of America
National Assn of Realtors
AARP
Blue Cross/Blue Shield
Northrop Grumman
Exxon Mobil
Boeing Co

$1,018,910,680
$297,960,000
$295,057,500
$249,433,008
$246,386,420
$245,760,858
$229,932,064
$220,956,832
$202,685,253
$193,022,742
$183,432,310

Source: OpenSecrets lobbying spending database
http://www.opensecrets.org/lobby/top.php?indexType=s&showYe
ar=a

6.3.2.4

Marketing influence
Studies indicate a trend of healthcare provider consolidation. A recent report

issued by Pricewaterhouse Cooper (PwC) estimates that “Hospital merger and acquisition
activity has increased nearly 50 % since 2009, reaching its highest point in the last 10
years—even surpassing the number of deals seen at the height of the 1990’s merger
craze.” (PwC, 2013, p. 13) In addition, this forward-looking report indicates that there is
also a steady increase in concentration of physician practice through hospital affiliation.
In general, healthcare provider consolidation shows no sign of dwindling in 2014. With
consolidation, healthcare providers gain more market power and negotiation power. They
are more likely to request higher prices. Robert Wood Johnson Foundation’s study
(2012), “The impact of hospital consolidation”, reports that the hospital merges in
concentrated market can cause a dramatic price hike, most exceeding 20%.
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6.3.3

The potential influential power of the public end-user
Given the complexity and professionalism of healthcare, healthcare policy making

is usually operated by small groups that are familiar with the issue at hand. The mass
public remains “rationally ignorant” (Olson 1990) during health policy making.
Regarding healthcare pricing, the public end-users are almost completely absent from the
decision making process. Firstly, the healthcare system is designed so that the
involvement of a third party payer makes confusion. To the greatest extent, the public
end-users are the consumers but not the payers of healthcare services and products. More
and more, the public end-user becomes insensitive to healthcare prices. Secondly, given
the professionalism and complexity of healthcare, it is impossible for the public end-user,
who has very limited medical knowledge, to participate in healthcare pricing and give an
effective opinion. Theoretically, the public has been given opportunity of participation.
However, in practice, the participation opportunity of the individuals and small entities
are seriously restricted. The author will use the initiation of the National Coverage
Decisions (NCDs) in Medicare program as an example. Though individuals and entities
are welcome to contact CMS about NCDs, either through informal contacts or formal
requests, only a complete formal request can trigger the initiation of NCDs. A complete
formal request requires a large amount of supporting documentation, and it needs to be
prepared and submitted with the full satisfaction of the submission procedure and
requirement. In this respect, a successful requestor is either a healthcare expert who is
extremely knowledgeable about the medical community, procedures, and medical facts,
or has help from such healthcare experts. In addition, the requestor should have the
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capability to manage a heavy workload. Restricted by the limited capability and
resources, individual and small entities are less likely to be successful requestors.
Thirdly, besides the previous two well recognized reasons, through this study, the
author found that the public should take a considerable responsibility for their
uninfluential position. To a great extent, the public’s lack of influence in healthcare
pricing is derived from their passive attitude toward healthcare pricing. In most markets,
it is normal for customers to do some research on prices before they purchase a product,
especially an expensive product. The customers want to learn the performance to price
ratio of a product. They may also do some price comparison among different brands and
different sellers. However, concerning healthcare, how many people tried to understand
the price for a particular service or product? How many people tried to ask prices before
visiting their healthcare providers? And how many people tried to negotiate with their
healthcare providers for a lower price? The interview results of this study shows that not
many people do so. On the one hand, the public end-users, especially the uninsured, care
greatly about healthcare price. In responding to the question: Do you care about
healthcare prices? All the public end-users who are subjected to this study give the
positive answer.
“Absolutely. I care because the prices are too high. It is unaffordable” the
interviewee who has no insurance coverage answered.
“Yes. Because the healthcare spending accounts for a large portion of the total
live spending of my family” answered by an interviewee whose daughter has chronic
kidney disease.
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On the other hand, the public end-user interviewees show a passive attitude
toward healthcare pricing. When the author asked “have you tried to negotiate with your
healthcare provider about the prices?” almost all the interviewees’ answers are “no”.
When the author further asked why they did not ask or negotiate prices, the public
end-user No.1 stated “I have a very good employer who buys a good health insurance for
us. With insurance coverage, the health spending is not a big deal. I think it is fair.”
Public end-user No.2 explained “My family and I have a great long-term
relationship with my doctor. We have attended the same doctor office for as long as I can
remember. Before, my parents and I enjoy the visit to Dr. A. After he was retired, his son
took over his office. Since then, we started to visit his son. But we still go to the same
doctor office. It is kind of embarrassing to negotiate prices with our doctor.”
Public end-user No.3 also mentioned that she has very good relationship with her
doctor. She said “I have visited this doctor for many years. My doctor is very nice and
caring. Even I do not have health insurance and do not have a good economic status; he is
still willing to see me. Sometimes, the doctor gives me drug samples for free, helping me
save on drug spending. He is so nice. I am just hesitated to negotiate prices with him,
though, sometimes, I do feel the prices are too high to afford.” The author further asked if
public-end user No.3 had tried to negotiate prices with hospitals. “Can we?” she
responded with a look of surprise over her face. “Yes, you can. You can negotiate
discount based on different payment solutions.” The author explained “for example, in
many hospitals, if you are willing to pay the bill in one time, you may ask them to offer a
certain percentage of discounts. The discounts usually are great, exceeding 20% of your
total expenditure. “Really? I have never known about it” she said.
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The public end-user No.4 is the only participant who has tried to negotiate with
her health care provider. “I did try once. I tried to negotiate with the hospital after my
daughter had her surgery and had been discharged. However, the hospital didn’t take my
negotiation. That is it.”
The above descriptions of interview responses illustrate three reasons that
contribute to the public’s passive attitude and activity toward healthcare pricing. Firstly,
people do not care enough about healthcare price. People who have good jobs, usually,
have good income and insurance coverage. With insurance coverage, they are only
responsible for a small portion of healthcare expenditure. Compared with their income,
the healthcare expenditure is not big enough to catch their attention. Secondly, customers
and service providers tend to maintain long-term personal relationships with each other.
The public consumers do not negotiate prices for fear of hurting the relationship with
their healthcare providers. Thirdly, the public end-users resign themselves to their
uninfluential position. Most of time, we see that people forget that they have a right to
check on the prices before visiting a health provider and negotiate prices when it is
possible. More than often, we see that people complain about the ununderstandable
healthcare prices and bills without doing any research. Everyone knows that we cannot
expect changes without efforts. If we need help or want a change, we should let others
know it first. Even if we are not powerful enough to make changes immediately, we
should at least start to think about it and try it. Indeed, the desire and attempts of knowing
and negotiating healthcare prices will render information to policy makers and put
pressure on health insurers and healthcare providers. Rather than being powerless, the
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public has their capability and potential. Though it is difficult, it is not impossible for the
public to influence healthcare pricing.
6.4
6.4.1

Theme 4: some pressing issues regarding healthcare pricing
Lack of transparency in healthcare pricing
Lack of pricing transparency is one of the principle problems in healthcare.

People complain that, in the American health market, people are paying for
mysteriousness. Few people ever see a real price for anything. Few people can make
estimations for any medical services in advance, and few people can understand what the
numbers in a medical bill stand for. This study illustrates, in addition to price level, that
there is a lack of transparency in healthcare pricing. Few people know the pricing
procedure through which the healthcare prices are made. Few people know who the
participants of healthcare pricing are? When the author asked, “how healthcare prices are
made”, what she saw most were shaking heads and confused faces. Some people answer
directly “no, I have no idea.” Some people tried to make a guess. “Is it set by
government?” “Is it set by insurance companies?” From their responses, the author
knows that the mass public either has no information or an inaccurate understanding
about healthcare pricing. More surprisingly, the author found that it is a matter that is not
only for the mass public, but also healthcare experts. Many high level healthcare related
government officials and senior healthcare experts, such as physicians and policy makers,
know nothing about healthcare pricing. One interviewee, who works in the Mississippi
Hospital Association, stated “I have worked in this industry for decades. I believe that I
know this industry more than the average people. However, I can’t answer this question. I
do not know how hospitals or insurers set the prices for hospital services. Tell you what I
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even cannot understand completely the hospital bills. I cannot imagine how the average
public does so?”
6.4.2

Mistrust between public and private sector
The interview data collected by this study indicates a serious mistrust between the

public and private sectors. The private healthcare providers show negative reactions
toward government regulation and public insurance programs. They complain that many
government payment rules are not rational or even feasible. A hospital administrator
gives two examples.
Example 1: This administrator mentioned a particular disease and treatment
procedure. He said there is a new surgical technology for this disease today. However,
Medicaid prohibits the use of this new technology in the Medicaid program. This hospital
administrator believes it is irrational. He argued that, though it is more expensive, the use
of this new technology allows a smaller incision and less pain. More importantly, it
reduces the recovery time. Patients who use this new technology can leave the hospital
the same day that they have the surgery. Patients who are treated by the traditional
surgical method need to stay in the hospital for at least one week. In this respect, they
may save on surgery but spend more on hospital stay. If Medicaid counts the cost of
hospital stay, Medicaid does not save much by ruling out using this new technology.
Example 2: In order to avoid the abuse of emergency medical services and
associated high expenditure, Medicaid announced a new regulation and refused to pay for
the ambulance services used by the non-emergent patients. However, according to law,
hospitals must provide ambulance services to respond to 911 calls. Every ambulance
service has cost, and hospitals cannot diagnose through phone calls. They must physically
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show up and give a diagnosis. After diagnosis, even though they know this is a nonemergency patient and terminate the emergency care, the ambulance services cost still
remains. If Medicaid refuses to pay for it, the hospital has to bear the economic loss. This
regulation is infeasible because it creates conflict between different government rules,
causing confusion and difficulty for rule implementation.
In addition, another complaint heard frequently during interviews is that
governments set prices too low to reasonably cover their cost. When the author asked if
governments inquire providers’ opinions in making pricing decisions, government
officials and providers gave different answers. Some providers said that governments
make pricing decision without asking healthcare providers’ opinions. Other providers
said that governments ask but never give feedback to providers’ opinions. They do not
believe that governments really pay attention to their opinions or involve their opinions in
decision making. Meanwhile, we heard from the government side that governments
always try to communicate with healthcare providers through different channels and
methods. They perceive the input of healthcare provider community as a very important
reference in making pricing decisions. The differences in answers further indicate that
there is a significant mistrust between participants of the health system. In the healthcare
sector, there might be a world where the public sector and private sector operated more or
less independently. However, that world does not exist today. The pure public model or
pure private model is less likely to be adopted by most health systems. Instead, a publicprivate mixed system becomes the first choice of most countries. The interdependence
between the public and private sectors has been increasingly deepened. Both government
and private providers must learn how to better work together. Both of them should
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understand that they can only mutually benefit each other through cooperation. (Mitchell,
2008)
6.5

Conclusion
Analysis in this chapter answers three questions: what is the procedure for pricing

decision making, who is the most influential party for pricing decision, and whose
opinions are involved in making a pricing decision? The healthcare pricing procedure is
extremely complicated. Based on appearances, healthcare pricing is conceptually
separated among different insurance programs. In reality, there are links between each of
the programs. Medicare defines the benefits scope and payment rates through National
Coverage Determinations and Local Coverage Determinations. CMS has operational
control over Medicare pricing. Regarding Medicaid, within a broad federal guideline,
state governments enjoy great authority and flexibility in making a pricing decision.
Usually, state governments set Medicaid payment rates by referring to Medicare payment
rates. In private insurance programs, insurance companies set their allowable rates. The
health care providers set their charge master. The final payment rates are set based on
negotiations between health insurers and healthcare providers. Usually, only big provider
groups can negotiate with insurance companies. The small health care providers are more
like price takers. They accept insurance companies’ allowable rates without negotiation.
Nowadays, more and more insurance companies’ set allowable rates with reference to
Medicare and Medicaid rates. Drug pricing is special. Compared with pricing of other
health care services and products, drug pricing follows strictly the market mechanism.
Governments have limited regulation on drug pricing. Drug manufacturers have
dominant power in this market.
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In response to the questions: who is the most influential party of pricing decision,
and whose opinions are involved in making a pricing decision, the author found that there
are some misperceptions. Briefly, the powerhouse may not be as powerful as most people
think, and the ciphers may not be as weak as we believe. Governments and health
insurers are widely recognized as the powerhouses in healthcare pricing. Theoretically,
governments have general regulation authority in the healthcare system and direct pricing
authority in public insurance programs. In practice, to a great extent, governments’
decision making faces huge pressure from healthcare industry lobbying. In addition, as
government increasingly depends on private healthcare providers and insurers to carry
out healthcare and administrative services, governments had to take the requirements of
their private partners into consideration in making a pricing decision. Therefore, more
often than not, rather than enjoying an absolute autonomy in pricing, governments had to
compromise to industry and their partners’ interests in making a healthcare pricing
decision. The private health insurer was once the dominant in the private healthcare
market. Nowadays, with the change of market structure, the balance of market power is
gradually shifting in favor of providers. In many markets, the private insurers do not have
absolute dominion over healthcare providers, especially when they face a large healthcare
provider.
Healthcare providers and the public end-users are more likely to be viewed as the
parties who have less or no influence on healthcare pricing. In fact, healthcare providers
can affect healthcare pricing through many ways: expert influence, information influence,
political influence, and market influence. It is true that the public is “rationally ignorant”
and almost completely absent from the healthcare pricing. Besides some well recognized
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reasons, such as price insensitivity caused by third party intervention and short in
capability due to lack of medical knowledge, this study illustrates another important
reason: the passive attitude toward healthcare pricing. The public are the ultimate
consumers of healthcare services and products. As customers in most other markets, their
desires and attempts of knowing and negotiating prices will render information to policy
makers and put pressure on health insurers and healthcare providers. If the public endusers can better think about and use their rights as customers, they will become more
influential than ever before.
At last, the author gives a demonstration to some related pressing issues that she
found in this study. The author found that the lack of transparency is an issue that is not
only restricted to healthcare prices but also healthcare pricing. People, including many
healthcare experts, know nothing or have inaccurate knowledge on healthcare pricing. In
addition, the author found that there is mistrust between the public sector and private
sectors. They hold different views on their roles and performances. The private providers
often have negative reactions toward government intervention. The author believes that,
in a system that is designed and operated based on public-private cooperation, the
mistrust between public sector and private sector is harmful and must be addressed
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MEANING OF JUSTICE FOR MISSISSIPPIANS WITH REGARD TO
HEALTHCARE PRICING

This chapter focuses on the primary objective of this study, identifying the
Mississippian’s understanding of justice regarding healthcare pricing. This study does not
assume that truth is what the majority believes. It does not attempt to define justice based
on what the majority understands. Instead, this study argues that the common
understanding of justice is valuable, especially for governance and policy making.
Governments have a responsibility to define justice and set up the ultimate goal based on
it. More importantly, governments should develop their leadership and conduct their
governance based on a full realization of the current understanding status of the citizens
regarding the meaning of justice and the ultimate goal. A good traveler, in addition to
knowing the destination, should know exactly his/her current location. Therefore, he/she
can set the route and lay out the travel plan. Actually, a lot of times, travelers take
account of their current locations in choosing their destinations. Is the destination too far,
too hard, or too expensive to attain from the current location? Governance is similar.
Governments should not only know clearly the ultimate goal that they and their citizens
should achieve but also where their citizens are. The governments should even set the
intermediate goal based on a full realization of the current understanding of the citizens
regarding the ultimate goal. This study focuses on “where we are”. Specifically, in this
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case study and this chapter, the author will uncover Mississippians’ common
understandings of justice regarding healthcare pricing.
Both interview and survey are adopted to find the answer. Based on the interview
and survey analysis, this chapter develops discussions about the meaning of justice
regarding healthcare pricing for Mississippians, the just pricing mechanism, and other
interesting phenomena related to justice of healthcare pricing.
7.1

The meaning of justice regarding healthcare pricing for Mississippians
From the constructivism or interactivism perspectives, people’s cognition,

especially people’ understanding of some social phenomena, is very easily affected by
their social contexts. (Bickhard, 1992) Naturally, we see that the perception of rightness
or wrongness may vary geographically. It is reasonable and meaningful to investigate the
understanding of justice case by case. This case study investigates the understanding of
justice regarding healthcare pricing by focusing on a particular political context,
Mississippi. This case study uncovers that Mississippians’ understanding of justice
concerning healthcare pricing is greatly subjected to the effects of two value perspectives:
the equity and need principle perspectives. Besides the political context, the experience
context is worth considering as well. Both interview and survey data shows that
participants, who play different roles in the healthcare system and have different
experiences regarding healthcare pricing, understand the meaning of justice of healthcare
pricing differently. Figure 7.1 shows the perspective distribution regarding justice of
healthcare pricing across the different roles of participants.
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Understanding of justice regarding healthcare prcing across roles
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The perspective distribution regarding justice of healthcare pricing across
different role of participants

The different roles of participants form their understanding of justice of
healthcare pricing by placing emphasis on different value perspectives. Insurance
managers are more likely to take equity and libertarian perspectives into consideration in
developing their understanding of justice regarding healthcare pricing. Pharmacy
managers place emphasis on equity and fairness value perspectives. Physicians have
intent to form their understanding of justice regarding healthcare pricing based on equity
and need principle perspectives. While Hospital administrators’ understanding is more
likely to be affected by the need principle and fairness perspectives. In addition, data also
indicates need principle and equity perspective have a dramatic influence on the
government officers’ understanding of justice with regard to healthcare pricing. The cross
group comparisons reveal that, compared with big providers and government, small and
individual healthcare providers are more likely to uphold the libertarian perspective
188

concerning justice of healthcare pricing. Compared with other groups, the distribution of
the understanding of government officers is relatively even across different value
perspectives.
Since the responses of different role groups show some patterns, it is possible for
biases to be ascertained from uneven responses. In order to limit the potential biases and
prevent the identification of a common consciousness from being more or less influenced
by certain population groups, both weighted and non-weighted data are provided for the
identification of the meaning of justice regarding healthcare pricing.
7.1.2

Theme 1: Justice means pricing based on cost
Both interview and survey results show that people follow the traditional belief of

just price concerning justice regarding healthcare pricing. Traditionally, equity is one of
the most important criterions for determining a just price. To put it in simple terms,
equity could be interpreted as the equivalence between output and input. To a certain
extent, people may perceive price as the representative of output and view cost as the
representative of input. When customers assess whether the price is just or not, no doubt,
they believe that the cost should be covered. Besides the cost, they may also look at the
quality of the product and benefits that they can gain from the product. In addition, most
customers may believe that it is reasonable to leave a profit margin to the supplier. Each
consideration will add value to the product. Finally, the price will be raised to a higher
level, exceeding cost. But cost is still the major reference of price assessment. Though
customers do not strictly require an equal relationship between price and cost, they still
believe there should be an essential relationship between them. The sellers are allowed to
command a profit. However, the profit should be within a reasonable range.
189

Around 60 percent of interview participants emphasize that just pricing should be
reasonably based on cost.
“A just pricing should look at cost.”
“A just price equals to cost plus reasonable profit.”
“A just hea lthcare pricing is to calculate price scientifically to ensure that the
costs of providers are properly covered.”
Those are the examples of some popular answers in response to the question:
what does justice mean for you in consideration with healthcare pricing?
Specifically, one interviewee showed a special interest in this question. He
demonstrated that it was fair for business to earn profit, but the profit should be kept at a
reasonable level. Prices should be consistent and make sense to customers. In order to do
so, pricing should be based on a certain, reliable basis, such as cost. He uses gas price as
an example. He argues that people who travel to different places may see that gas prices
differ across regions or brands. But people can roughly make an estimate as to the price
variety. Different states charge different sales tax on gas, and oil transportation cost and
refinery cost vary in different parts of the country. Though market effect matters, to a
great extent, the geographic price variation of gas is derived from the cost difference.
And the price variance is within an understandable range. In other words, the price
variety makes sense. However, from his point of view, the variances of healthcare prices
are beyond understanding. The geographic price differences are too large to make sense.
Moreover, healthcare prices could even differ dramatically within a small community.
Survey results are consistent with the inte rview results. Given six optional
definitions, people are more likely to assign higher priority rank to the definition derived

190

from the e quity perspective: A just price

setting should assure that the prices of

healthcare services and products reflect the value of the services and the products.
Based on non-weighted data, ar

ound 48% of survey particip

ants believe that this

definition is most likely to be adopted in defining justice of healthcare pricing. 33 percent
of participants rank it as the No.2 suitable de finition. And 12 percent of participants rank
this definition as the No.3 proper definition.

Distribution of understanding of justice regarding healthcare pricing across different
value perspectives (based on non‐weighted data)
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After post stra tification based on the ro le that the participants play in th e
healthcare system, definition from the equity

perspective is s till the m ost popularly

shared understanding of justice regarding healthcare pricing. There are slight differences
between weighted and non-weighted data. Ba sed on the weighted data, 46% of survey
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participants believe that this definition is most likely to be adopted in defining justice of
healthcare pricing. 29 percen t of participants ranked it as the No.2 suitable definition.
And 21 percent of participants ranked this definition as the No.3 proper definition.
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Theme 2: Justice means pricing based on affordability
Besides cost, affordability is another word that is mentioned frequently in

response to the key research question: what is the meaning of justice regarding healthcare
pricing? This is a special feature of healthcare pricing. For most other goods, people will
not expect an affordable price, and it is acceptable if those goods are unattainable due to
being not affordable. However, in consideration with healthcare, they may change their
minds. Some example answers are listed as follows:
“Health care, at least the basic care, should be affordable for all the people. But it
does not mean that it is just to make health care free.”
192

“Just healthcare pricing should assure the access of health care. In o ther word, a
just healthcare price should be affordable for the public.”
“Just healthcare price is affordable pr
ice. Just price should consider the
affordability of the pub lic. It is un just for drug manufacturers or some other healthcare
providers to only provide products and services that are profitable.”
“The basic healthcare should be affordable . Health care is n eed not want. Just
healthcare pricing should a ssure that everyone, no m atter rich or poor, have equal
opportunity to access health living and basic standard health care.”
Meanwhile, in the survey questionnaire, the author gave a definition of justice
regarding healthcare pricing from the perspective of the need principle: a just price
setting in concern of health care services and products should assure the satisfaction of
the basic health care need. In other words, just price setting should assure that the basic
health care services and products are affordable.
Survey data shows that this definition option wins great support. Based on nonweighted data, around 42 percent of survey participants believe that this definition is
most likely to be adopted as the definition of justice regarding healthcare pricing. 18.42
percent of participants ranked it as the No.2 suitable definition, and 18.42 percent of
participants ranked this definition as the No.3 proper definition. The post stratification
greatly weakens the priority of this definition option. Though the number of participants
who rank this definition as the No.2 proper definition is increased by 8 percent, the
number of participants who rank this definition option as the No.1 and the No.3 choices
is reduced by 10% and 5% respectively. As a result, about 32 percent of survey
participants believe that this definition is most likely to be adopted as the definition of
justice regarding healthcare pricing. 27 percent of participants ranked it as the No.2
suitable definition, and 13 percent of participants ranked this definition as the No.3
proper definition.
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Both interview and survey results indicate that people have higher moral
requirements for healthcare provision and healthcare pricing. Today, with the satisfaction
of many other basic needs, healthcare has been moved to the hierarchy of basic human
needs. Healthcare is a basic human right that should be maximally satisfied. In this
respect, just healthcare pricing should assure affordability. It should provide security
rather than barriers to healthcare access.
There is one more thing that the author wants to address particularly. Usually,
affordable price is often linked with low price. When people call for an affordable price,
we may simply believe that they want a low price. However, in this study, the author
surprisingly found that people do not equate affordable price to low price. Instead, they
believe that we can achieve affordability by giving more choices. Under the satisfaction
of medical necessity, rather than only provide luxury and expensive care, the healthcare
system should provide tiers of healthcare with tiers of prices. In fact, a public end-user
interviewee told the author that he believes it is just to access healthcare based on
affordability. He has no problem with the idea that wealthy consumers pay high prices
and get more extensive care, and poor consumers pay less for less extensive care.
However, everyone should be cared for, and everyone should get the care that they can
afford.
People cannot afford extensive healthcare. But it does not mean that they cannot
afford healthcare. Given choices, people may be willing to bear some inconvenience to
accept less extensive but less expensive care. Using a patient room as an example, in
most countries, even in many developed countries, such as Korea and Japan, hospitals
have different types of patient rooms. They have well equipped private rooms, basically
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equipped rooms, and multiple occupancy rooms. In the United States, single private
patient rooms have become the industry standard in the new construction of acute care
facilities. There are good grounds for this design and industry standard. Studies (e.g.,
Bobrow &Thomas, 2000; Gallant & Lanning, 2001; Hill-Rom, 2002; Hohenstein, 2001;
Solovy, 2002, Ulrich, 2003, Bacon, 1920; Cabrera & Lee, 2000; Tate, 1980; find in
(Chaudhury, Mahmood, & Valente, 2005)) have determined that the private room helps
to reduce infection, improve nurses and healthcare workers’ working efficiency, provide
space for family to participate in patient care, secure patients’ privacy, and provide a
better rest environment. All of these will result in less stress and faster healing time for
the patients. Even without seeing studies and data, everyone knows it is more convenient
and comfortable to live in a private room. If it is affordable, no doubt, a well equipped
private room is the first choice for patients. However, currently, our society probably is
not affluent enough for every member to afford this luxury care. Rather than leaving
patients without care or placing tremendous financial stress on them, should we give
more options? Those who cannot afford luxury care may be willing to bear some
inconvenience and restrain their desires for pleasure to prevent a financial threat.
7.1.4
7.1.4.1

Theme 3: Some other important understanding of justice regarding
healthcare pricing
Fairness perspective
Fairness is a value perspective that is often linked to pricing. In this study,

fairness emphasizes unbiasedness. From a fairness perspective, the author gives a
definition option: a just price setting is to charge different people the same price for the
same goods. This option attracts a lot of attention. Based on non-weighted data, around
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15 percent of participants perceive this definition as the most suitable definition. 20% and
10% of participants rank this definition as the No.2 and the No.3 options respectively.
The weighted data slightly differs from the non-weighted data. The post stratified data
shows that around 20 percent of participants perceive this definition as the most suitable
definition. 16% and 8% of participants rank this definition as the No.2 and the No.3
options respectively.
During the interview, when people feel that it is difficult to define justice, they
will try to give a definition to injustice. For those people, price discrimination is most
likely to be used to define unjust pricing. They complained that patients with different
insurance coverage pay differently for the same service or product. The price
discrimination over insurance coverage is unjust. Especially, in most cases, because
people cannot choose their insurance program. They are either automatically entitled to
health insurance coverage or receive insurance coverage through their employment.
7.1.4.2

Libertarian perspective
In the survey questionnaire, from the libertarian perspective, the author gives a

definition of justice regarding healthcare pricing: a just price setting should assure that
everyone has the right to make a claim on their price preference. It is just only if the price
is set based on voluntary willingness and is completely free from any intervention.
According to the non-weighted data, about 8 percent of participants believe that this
definition is most likely to be adopted. Respectively, 8 participants and 23% of
participants rank this definition as the No.2 and the No.3 options. The weighted data
illustrates that about 15 percent of participants believe that this definition is most likely to
be adopted. Respectively, 6% participants and 24% participants rank this definition as the
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No.2 and the No.3 options. The survey data indicates that, for a considerable amount of
people, their understanding of justice regarding healthcare pricing is affected by the
libertarian value perspective. From the more extreme libertarian perspective, the author
emphasizes that the just pricing should be completely free from any intervention. In
reality, libertarians are intent on identifying themselves by supporting the market
mechanism and opposing government intervention. During the interviews, some
participants, who refer to themselves as libertarian, argue that it is just to let demand and
supply determine the prices. Government intervention disorders demand and supply.
Therefore, it causes an injustice of healthcare pricing. A clinic administrator gave an
example. “Government’s rule of universal coverage will dramatically increase healthcare
demand. To meet the increasing demand, there will be an increase of supply. As a result,
healthcare prices will be unjustly boosted by the increased demand and supply.”
The author doubts if the preference of the market is derived from a deliberation,
or if it is just the inertia in thinking. Healthcare goods are more like necessary goods.
People’s demand on healthcare could be extremely high. On the other hand, in the
healthcare market, the supply concentration is usually very high. If we take into account
information asymmetry or other features of healthcare, we could believe that healthcare
suppliers are the dominant party in the healthcare market. The author doubts whether
people are actually content with the idea that the powerful suppliers command high prices
over people’s high demand. Instead, they may find that, though being free from
government intervention, their healthcare purchases and pricing are still not based on
their voluntary willingness.

197

7.1.5

Theme 4: Healthcare is a special good and justice of healthcare pricing is a
particular subject to which the general belief of distributive justice does not
applied
A comparison of survey data illustrates that people, when they think about

distributive justice in general and justice of healthcare pricing in particular, tend to define
justice differently by involving different value perspectives. Need principle and the
libertarian perspective have greater influence on people’s understanding of distributive
justice in general. Around 43 percent of participants believe that it is just for social
welfare to be distributed according to citizens’ need. Besides the perspective of the need
principle, the justice principle from the libertarian perspective wins the second most
votes. About 34 percent of participants propose that it is just for people to be responsible
for their own fortune. People are entitled to what they produce. The distribution should be
completely free from any intervention. When people consider healthcare pricing in
particular, equity becomes the most influential value perspective. About 46% of
participants select the definition from the equity perspective as the most suitable
definition for justice of healthcare pricing. Definition options from the perspective of the
need principle and fairness win considerable support, as well. It differs from the belief of
the general distributive justice. Only a few participants (15%) propose the libertarian
perspective in concern of justice of healthcare pricing.
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Figure 7.4

Comparison between people’s general belief of distributive justice and their
understanding of justice regarding healthcare pricing

The comparison demonstrates that people perceive healthcare as a special good.
Many people, in general, may be the enthusiastic advocators of libertarian distributive
justice. However, when they consider the distribution of healthcare and pricing of
healthcare, they have more expectations toward equity, need stratification, and fairness.
Friedrich Hayek is famous for endorsing this perspective. As a classical libertarian,
Hayek upholds the liberal system of society and the limitation of government intervention.
But he does not completely deny the role of government. He argues that government has
a function in preventing individuals from coercing other individuals. Of course, the
function must be fulfilled under the presumption that the government itself should use
coercion properly. Specifically, Hayek perceives a necessary role of government in
protecting individuals against risks associated with old age, disability, sickness, and
unemployment. In addition, though Hayek is an enthusiastic advocator of individual
liberty and strong opponent of massive governmental “planning” and coercion,
concerning healthcare and some other social issues, he proposes using government
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coercion and perceives compulsory insurance as a rational solution. (Hayek F. , 2011)
(Hayek, 2007)
7.1.6

Theme 5: Injustice of healthcare pricing derived from a lack of
transparency
When participants try to interpret injustice rather than justice, lack of transparency

is another term that is mentioned over and over again. Many participants indicate that the
thing that seems most unjust is paying for mystery. They are accustomed to making a
purchase decision based on a price assessment. However, in the healthcare market, they
usually have no knowledge of the prices of healthcare services and products. They
usually had to purchase without knowing anything about the prices. On this subject, a
participating hospital administrator gave an explanation from the perspective of
healthcare providers. He believes that this is an inherent feature of healthcare. According
to him, healthcare expenses can only be calculated based on the diagnosis results. It is
just like sending a car to an auto shop. Before checking, no one knows what wrong is
with it and how much the repairs will cos. By the same token, there is no way for
healthcare providers to know and give estimation of healthcare expenditure in advance.
In addition, the public patients usually do not pay directly. It is reasonable for health care
pricing and billing systems to be designed by billing experts rather than the public patient.
His explanation may be reasonable, especially from the providers’ perspective.
However, the public end-users probably have some reservations about it. It is difficult for
the public end-users to equate healthcare services to auto services, especially in regard to
pricing. At least people have some sense of the prices for most regular auto services.
Moreover, with consultation results and estimated cost, people can feasibly make
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comparisons between different auto shops. It is different in the healthcare market. Few
people even know the prices of the most regular services. Even with the consultation
results, it is almost impossible for patients to make a price comparison between different
providers.
What makes the healthcare price a mystery? The author believes that two things
contribute: the inaccessibility of pricing information and the unintelligibility of the
healthcare pricing and billing systems.
In 2013, Elisabeth Rosenthal became famous after publishing her series of articles
regarding healthcare pricing in The New York Times. Though her studies focus on the
high healthcare prices, lack of transparency is another principal issue well addressed in
her studies. In her second article, she told a story that described the difficulty that a
couple experienced in making a budgetary estimation for maternity care. Without
insurance coverage, this couple became nervous as soon as they realized they were
having a child. They tried to make a budgetary estimation for the maternity care and
delivery. When they inquired about prices at a local hospital, the finance department at
first answered that it did not know. Then they gave the couple a range of $4,000 to
$45,000. (Rosenthal, 2013) How can this couple make a budget based on such a huge
cost rang. This story tells us that healthcare price lacks transparency because, at first, the
price information is inaccessible. .
Moreover, the lack of transparency is also derived from the unintelligibility of the
healthcare billing system. In the healthcare billing system, services and products are
bundled in groups. The healthcare bill only shows the representative billing code and its
related package price. With limited billing knowledge, most of the time, people do not
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know what service group a billing code represents. There is no way for people to know
what the bundled price stands for. They do not know what services are necessarily
included in a particular treatment bundle. They do not know the prices of each involved
service and item. In addition, the prices are hard to compare. Prices could be different
when different services and products are included into the package. Without knowing
what services and products are included in the package, it is hard to make a comparison
between different package prices.
7.2

Government-market mixed mechanism is the just pricing mechanism in
consideration with healthcare pricing
What is the just pricing mechanism? For most goods, this is not a question at all.

The market can do the job properly. However, healthcare is different. From an economics
perspective, the healthcare system is a complex which consists of public, merit and
private goods. (Hsiao, 1995) Different goods are suit to a different pricing mechanism.
The market works very well for private goods but not for the public and merit goods. The
non-exclusive and non-rival properties of public goods generate free rider and under
provision problems. In addition, as a merit good, healthcare has external benefits which
the private provider may not be interested enough to provide. The market tends to set
prices higher than its efficient equilibrium level. Therefore, in both situations, the free
market will fail by under-providing and inefficiently pricing. On the other hand,
government failure also causes inefficient pricing. With limited information,
governments lack the ability to make an accurate estimation of an efficient price. In
addition, government price tends to be rigid. It cannot give a timely response to the
demand-supply change.
202

To further complicate matters, for one particular healthcare good, its features are
not consistent across all cases. In some situations, it is a normal good, but in other
situations, it becomes a necessary good. Unlike food, which is the necessary good for
every human being, healthcare good is only necessary for people who need it. But the
problem is that no one knows whether he/she will need it or not in someday.
Given the complication, how to design a pricing mechanism to better cope with
the complexity of healthcare becomes a question that is worth consideration in every
country. We have seen that different countries make various attempts across healthcare
history. Generally, there are three major formats of healthcare pricing mechanisms: pure
government pricing mechanism, pure market pricing mechanism, and government-market
mixed pricing mechanism. This study attempts to uncover, besides the academic research
and experts’ opinions, what the public understanding of a just pricing mechanism is.
In both interview and survey, the author gave participants the opportunity to
choose a just pricing mechanism among four given options: pure market mechanism,
pure government mechanism, government-market mixed mechanism, and other. Over 80
percent of interview participants indicate that, based on their understanding, governmentmarket mixed mechanism is the mechanism that can better secure pricing justice. A
government official described, in response to this question, that “it should be a mixed
mechanism. We need the market becaue the market system makes people to receive
better treatment. When provider competes for patient, they will treat patients better. But
health care is not like other normal markets. It is a basic need rather than luxury. There
should be some government invention to guarantee the satisfaction of the healthcare
need.” A pharmacy manager said “I prefer mixed mechanism. We need market. Market
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can better response to customers’ demand. Without market, many services or products
will disappear from healthcare system. That will ultimately hurt the benefits of the public.
On the other hand, we need government, as well. Especially in drug market, we need
government regulation on drug manufactures’ monopoly pricing.”
Though most people vote in favor of mixed mechanism, they have different
opinions on how to make a mix.
“It should be the m ixed mechanism. But now, governm ents do too much. The
proper mixed mechanism should keep the balance between market and government.”
“The mixed mechanism. From my opinion, the mixed mechanism refers to free
market with lim ited government intervention. We should m ainly rely on m arket
mechanism and give a limited government regulation.”
“It should be the m ixed mechanism. However, now, governm ent intervenes too
much. We should rely more on market than it currently is.”
“I think it should be the governm
ent-market mixed mechanism. And the
government should do more.”
Survey results confirm this as well. Survey data illustrates that 59 percent of
participants believe that government-market mixed mechanism can better achieve justice
of healthcare pricing. Meanwhile, the author found that no one believes that governments
can do the job by themselves. On the contrary, the pure market mechanism has many
supporters.
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In the interview, some participants also show their enthusiasm for the market
mechanism. A clinic administrator stated, “The pure Market mechanism is the best. No
government intervention is needed.” Following this statement, he gave a thorough
explanation for why he prefers the pure market mechanism. Firstly, he argues that
governments boost the demand and supply, disordering the market and price setting.
Secondly, he believes that, in the United States, resources are rich enough to support
people’s choices. It is possible to create a free market for healthcare. In a free market,
people consume based on their real needs. As in all other markets, people could check the
price before purchasing. People can choose to receive the medical services here or drive
to other places to have their treatment. With the patient moving in and out, with the
fluctuation of demand and supply, the prices of the market will be settled down at a
reasonable level. Thirdly, in the market mechanism, people take responsibility for
themselves. They only purchase when they really need. The demand will realistically
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reflect their need. In response to the demand, the supply will be settled at a reasonable
level. As a result, the price based on the realistic demand and supply is more reasonable
and just. Finally, he argued that it is not like we imaged—it is not that, with the market
mechanism, the poor sick people will die without help. According to what he knows
about physicians, he believes that most physicians treat their patients no matter whether
they can pay or not. Actually, he does know a lot of physicians who treat patients even
when they know they will not get paid by this patient.
Probably, his explanation could be challenged easily. Studies and data are all
showing that there is a serious resources shortage, such as physician shortage, in the
health care sector. In most cases, patients are not given enough choices. Also, the travel
distance matters in healthcare. Some may tell stories that physicians refuse to accept
Medicare patients to avoid low payments. Even people who believe that most physicians
care for their patients more than their revenue, they may still question whether physicians
have the ability to afford their mercy.
7.3

Low satisfaction with the justice status of current healthcare pricing
After learning people’s understanding of ju stice regarding healthcare pricing and

a just p ricing mechanism, the auth or requires participants to give an e valuation to the
justice status of current healthcare pric

ing. Two purposes are associated with this

question. Firstly, the author wants to learn

people’s satisfaction status about current

healthcare pricing. Secondly, th e author attempts to use

a triangulation strategy to

improve the validity and trustw orthiness of her analysis. Fr om people’s descriptions of
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the phenomenon of injustice, the author will

gain a better understanding of peo

ple’s

perceptions of justice regarding healthcare pricing.
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In response to this question, the interview results slightly differ from the survey
results. The survey results are shown in Figure 7.3. In general, interviewees have higher
satisfaction concerning the justice status of current healthcare pricing than survey
participants. Around 12% of interviewees, compared with 2% of survey participants,
express that they are satisfied with the justice status of current healthcare pricing. 53% of
interviewees, compared with 75% of survey participants, express dissatisfaction
concerning the justice status of current healthcare pricing. About 18% of interviewees
and 23% of survey participants believe the justice status of current healthcare pricing is
on average. The interview results indicate that these people perceive a serious uneven
distribution of the justice status across products and services. Prices of some products and
services are just, while prices of others are not. In general, the justice status is on average.
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A participating clinic administrator evaluated “the retail price given by healthcare
providers are not just. They are too high. Private insurers’ allowable rates are just.
Government payment rates are too low. Insurance Premium is fair.”
Analysis of interview results illustrates two causes of low satisfaction with the
justice status of current healthcare pricing.
Cause 1: It is unjust, because it is too high to be affordable.
Though previous analysis shows that, rather than need principle and affordability,
equity perspective and cost have a greater effect on people’s understanding of justice
regarding healthcare pricing. However, in response to the question, “why you believe
current healthcare pricing is unjust,” “unaffordable” becomes the most popular answer.
That adds more weight to affordability in defining justice of healthcare pricing.
May interviewees responded with the following: “It is unjust. The healthcare
prices are too high. Even some people who are working hard still cannot afford the
healthcare price.”
Among those people, a pharmacist impressed the author very much. “I think it is
very unjust. Prices are too high to be affordable. Health care is not a car, a computer, or
some other products without which we still can live. Healthcare should be accessible and
affordable for everyone. Affordability should be the most important factor in healthcare
pricing. If a $3 generic medicine does the work, why we produce or provide $30 brandname drug with the same medical effect.” …… “When I see people walk into the drug
store, I know that they need the drug, but they really cannot afford. At that time ……”
(This pharmacist was very emotional. He was on the verge of tears during talking.
Sometimes, he even had to stop to calm down a little bit.) “I do not know how to describe
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my feeling?” He continued “I mean that if the drug worth $3, sale them at $3. Do not sale
them at $30. Just let people who need it to have it.”
Cause 2: Lack of transparency
As the author‘s analysis previously mentioned, lack of transparency has been
brought up to explain why healthcare pricing is unjust. An interviewee claimed “health
care pricing system lacks transparency. Everyone needs to have this information. When
we purchase, it is reasonable for us to have some basic ideas about the price. It is fair for
us to have an evaluation of the price and made purchase decision based on it.” In addition,
due to lack of information of healthcare pricing, several interviewees refuse to give an
evaluation. “I am really unable to evaluate the justice status of healthcare pricing. I have
totally no clue about the costs of healthcare services and prices. Also, it is impossible for
me to have any idea about healthcare price through a comparison between different
healthcare providers. I only see that the prices are very high. But I do not know if it is just
or not compared with it costs?”
7.4

Some important things that are ignored in healthcare pricing
There are several insights that the author gains through the study. She will use the

following section to discuss them specifically. She believes that, to a certain extent, these
things affect people’s understanding of justice regarding healthcare pricing. Even further,
they may further affect the justice status of healthcare pricing
7.4.1

Theme 1: The ignorance of pricing
During this study, the author found that people focus more on price level than

pricing. People are less interested in, and seldom consider, pricing. This is supported in
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the participants’ responses to the interview and survey questions. Though pricing is
complicated, it is important enough to be worthy of careful consideration. A lot of people
talk about how unjust the prices are, but they forget that the prices are the products of
pricing. If the prices are unjust, it is because they are derived from an unjust pricing. By
knowing how prices are set for a particular healthcare service or product and whose
opinion has been involved in this pricing decision, people will better understand why
healthcare prices look like this? Information and knowledge are power, and only with
them, is it possible for the public to be involved in healthcare pricing. Moreover, the
more that the public inquiries and participates in pricing, the more pressure on health
insurers and healthcare providers. Ultimately, it will improve the justice status of
healthcare pricing—even the justice status of healthcare as a whole.
7.4.2

Theme 2: The ignorance of the moral importance of pricing
The moral importance of pricing is another thing that is ignored by most people.

When they first heard the question, “what means justice regarding healthcare pricing,”
few people have a clear idea about it. Most people need to think for a long time. Many
people require the author to give further explanation. Most participants cannot give a
direct answer. Instead, they only choose among the given definition options. Obviously,
most participants have never given careful consideration to this question. In addition,
some participants even believe this should not be a question at all. For them, price is the
inherent product of the market. It is an economic matter which is only subjected to the
economic evaluation criterion. From the business strategy perspective, we evaluate
whether a price is profitable or not. From the economics perspective, we evaluate if the
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price is efficient or not. However, most of the time, prices are not within the scope of a
discussion of justice. If there is injustice in the market, rather than making an adjustment
to pricing, people intend to adjust the unjust market distribution through redistribution,
such as taxation and welfare.
When we detect a mistake, probably, it is more efficient and effective to fix the
mistake the first time and avoid its recurrence. Even if we cannot fix it completely, we
should still try to minimize the mistake. In today’s society, social resources and welfare
are distributed mainly through marketing. In the market, labor price determines people’s
income. Product prices determine what and how much a person can buy with a given
income. In this respect, pricing determines how resources and wealth are distributed
among social members. The justice of pricing determines the justice of distribution. It
could and should be considered and evaluated within the justice domain. If there is a
mistake in marketing and pricing, we should fix it the first time. We can not deny the
necessity of Redistribution in correcting the injustice of distribution. However, we also
need to acknowledge that, oftentimes, redistribution may not be able to make an accurate
correction, or it may cause other injustices. In this regard, achieving a just pricing and
just distribution is more efficient and effective.
7.4.3

Theme 3: The ignorance of public participation
More often than not, the voice of the public is easily ignored in healthcare

decision making. During decision making, the healthcare system designers and policy
makers often consider the medical outcome, economic outcome, the interests of industry,
or the requirements of healthcare providers. However, they may forget to ask the ultimate
users the following questions: what kind of care they need most, what are the most
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serious issues in healthcare provision, and what kind of changes that they expect to see in
healthcare system? They forget that the public end-users are the ones that the healthcare
system serves. The public end-users are indeed the most important component of the
healthcare system. During the study, the author found that a considerable amount of
participants believe that the public either should not be involved in healthcare pricing, or
that it is infeasible for the public to participate. Likewise, some participants feel like that
the public should be involved in healthcare pricing, but they have no idea how to include
the public. In response to the question, “do you think the public should be involved in
healthcare pricing”, a healthcare expert answered, “Will it help? We all know that they
only want low prices. That does not make any help.”
The author argues that the ignorance of public participation is a big mistake.
There are two reasons. In the first place, the ignorance of public participation may cause
a deviation. The design of the healthcare system varies greatly across countries. However,
most countries share a common goal: to secure their citizens’ health and better satisfy
their citizens’ demand for healthcare. In this respect, the public’s desires should be the
thing that the healthcare system designers and policy makers care most about. Otherwise,
we may deviate from the goal of the healthcare system.
In the second place, the public wisdom is reliable. Both professional experts and
political experts often think that the public does not know what is best for them. The
public lacks a broad vision and is inclined to focus more on personal benefits. This study
proves that the above statements are more like stereotypes which may be true but are not
always. In fact, the author was impressed by the public wisdom. We probably think that
the public end-users want low prices and will over emphasize affordability. Data
212

collected in this study indicates that the public understanding of justice regarding
healthcare pricing is diversified. Some public end-users believe that it is just to let
demand and supply determine the prices. Some public end-users argue that it is just to set
prices reasonably based on cost. Certainly, some public end-users call for affordability.
However, as the author’s analysis previously illustrated, they did not equal affordability
to low price. Instead, they suggested using tiers of care and tiers of prices to achieve
affordability. In addition, when the author asked the participants to evaluate the justice
status of the current healthcare pricing, in contrast with healthcare providers and
government officials, the public end-users are less likely to argue that healthcare pricing
is too high to be just. Instead, some public end-users directly refused to give an
evaluation. They told the author that they cannot evaluate because they know nothing
about healthcare price and cost. Though the price is very high, it still could be just. In
summary, rather than focusing more on personal interests, the public can think and make
suggestions objectively. It is important for the healthcare system designers and policy
makers to care more about the public’s desires. Moreover, it will be beneficial to them to
learn how to rely on public wisdom.
7.5
7.5.1

Inferential statistic analysis of participants’ understanding of justice
regarding healthcare pricing
Analysis of the results of the Chi-square test
One of the secondary objectives of this study is to identify the factors that

influence the formation of people’s understanding of pricing justice. The Chi-square test
is introduced to test whether there is a relationship between participants’ understanding of
pricing justice and some potentially influential factors, such as people’s general belief
213

regarding distributive justice, people’s political views, people’s health status, and some
other demographical characteristics, including age, gender, and race. The null

hypothesis H0 assumes that there is no association between understanding of
justice regarding healthcare pricing and influential factors, while the alternative

hypothesis Ha claims that some association does exist. The Chi-square test results
are presented in table7.1.
Table 7.1

Chi-square test for influential factors regarding understanding of justice of
healthcare pricing

Relation

(df)

P-value

Significant
level
***

Understanding of justice vs. general
distributive justice principle

(df=25)=48.1571

0.0000

Understanding of justice vs. political
views

(df=15)=9.4087

0.3254

X (df=20)=20.1916

0.0176

Understanding of justice vs.
healthcare status

(df=10)=8.2308

0.2852

Understanding of justice vs. age

(df=10)=10.9693

0.0612

Understanding of justice vs. gender

(df=5)=4.8702

0.2494

Understanding of justice vs. race

(df=5)=1.8685

0.7313

Understanding of justice vs. role in
health system

Note: Significant level: *** p<0.01; ** P<0.05; *P<0.1
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The Chi-square test was performed, and three relations were detected. Firstly, the
Chi-square test results show that the relationship between participants’ understanding of
justice regarding healthcare pricing and their general belief of distributive justice is
significant,

(df=25) =48.1571, p<0.0001. The null hypothesis is rejected at 0.0001

level. That indicates that people’s understanding of justice regarding healthcare pricing is
significantly associated with their general belief of distributive justice. Secondly, a
relation between participants’ understanding and their role in the healthcare system were
uncovered based on the Chi-square test result. For this relation, X (df=20) =20.1916,
P<0.05. The null hypothesis is rejected at 0.05 level. That demonstrates that the role that
the participants play in the healthcare system matters regarding their understanding of
justice in regard to healthcare pricing. Finally, data collected in this study shows a
potential relationship between understanding of justice regarding healthcare and age.
(df=10)=10.9693, p<0.0612. Though we fail to reject the null hypothesis at 0.05 level, we
reject the null hypothesis at 0.1 level. The relationship between understanding of justice
regarding healthcare pricing and age has been proved statistically significant at 0.1 level.
For other relations, the Chi-square tests were performed and no relations are found
between understanding of justice regarding healthcare pricing and all other factor
variables. The p values are not small enough for us to reject the null hypothesis.
Findings in the Chi-square tests provide strong support to the conducting of the
study. Firstly, the proved relationship between participants’ understanding of justice
regarding healthcare pricing and their general belief of distributive justice indicates that it
is reasonable for the author to investigate the meaning of justice based upon the value
perspectives involved, which is the method used to conduct this study. In addition, since
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the Chi-square test proves that the role that the participants play in the healthcare system
significantly affects their understanding of justice regarding healthcare pricing, it is
reasonable for the author to limit the biases by post stratifying the data based on the role
of participants.
7.5.2

Analysis of the results of the logistic regression test
The Chi-square tests only test the existence of relation rather than the type of

relation. Logistic regression is further introduced to identify the features of the
relationships. Since the definitions from the equity perspective and the perspective of
need principle are identified as the most popularly shared understanding of justice
regarding healthcare pricing, relation investigation mainly focuses on these two common
understandings. Model 1 is established to test the relation between holding the equity
perspective in understanding of justice regarding healthcare pricing and some potential
influential factors. The model is presented as follows:
Model 1: Holding equity perspective in defining justice of healthcare pricing = b 0
+ b 1 General belief on distributive justice + b 2 Political view + b 3 Role in healthcare
system + b 4 self rated health status + b 5 age + b 6 gender + b 7 race
Model 2 is developed to test the relationship between holding perspective of need
principle in defining justice of healthcare pricing and some potential influential factors.
The model is listed as follows:
Model 2: Holding perspective of need principle in defining justice of healthcare
pricing = b 0 + b 1 General belief on distributive justice + b 2 Political view + b 3 Role in
healthcare system + b 4 self rated health status + b 5 age + b 6 gender + b 7 race
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Table 7.2

Logistic regression analysis regarding relationships between holding the
equity perspective and influential factors (model 1)

Independent variable

Odds Ratio

P>|z|

General belief of distributive justice:
Holding perspective of need principle
regarding distributive justice in general

2.50E+28

0.993

Holding libertarian perspective regarding
distributive justice in general

5.44E+14

0.996

Political view:
Holding moderate political view
Holding conservative political view

8.51E-18
1.22E-31

0.988
.

Role in healthcare system
Hospital administrator
Physicians
Pharmacy manager

5.64E+13
1.442009
8.56E+13

0.99
1
0.99

Health status
Good
Fair

7440082
2.20E+13

0.993
0.994

Age
45-64 years
65 years and older

7.38E-07
1.62E+28

0.994
0.992

Race
Black or African American

0.0102473

.

Model summary
Log likelihood = -4.098427
Prob > chi2 = 0.0012
Pseudo R2
= 0.7808

Sig

***

Note: Significant level: *** p<0.01; ** P<0.05; *P<0.1
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Table 7.3

Logistic regression analysis regarding relationships between holding the
perspective of need principle and influential factors (model 2)

Independent variable
General belief regarding distributive
justice
Holding perspective of need principle
regarding distributive justice in general

Odds Ratio

P>|z|

4227973

0.996

7.66e+07

0.996

3167577

0.997

Holding liberal perspective regarding
distributive justice in general

4.68e+07

0.996

Political view
Holding moderate political view
Holding conservative political view

5.070426
14.8723

0.420
0.272

Role in healthcare system
Hospital administrator
Physicians
Pharmacy manager

.1255502
.2687348
.1514077

0.369
0.394
0.283

Health status
Good
Fair

.747531
5.073978

0.790
0.440

Age
45-64 years
65 years and older

.0194454
.0209267

0.037
0.115

Race
Black or African American

6.333607

0.395

Holding fairness perspective regarding
distributive justice in general
Holding libertarian perspective regarding
distributive justice in general

Model summary
Log likelihood = -13.94819
Prob > chi2 = 0.5032
Pseudo R2
= 0.3228
Note: Significant level: *** p<0.01; ** P<0.05; *P<0.1
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The results of logistic regression are presented in table 7.2. and table 7.3. Stata
automatically drop variables once it detects a high enough collinearity. Therefore, some
dummy variables are omitted from the output report. Regarding model 1, the model as a
whole is significant (Prob > chi2= 0.0012). However, no odds ratio is statistically
significant. In regard to model 2, the overall model is statistically insignificant. Except
the odds ratio of variable of 45-64 years, odds ratios of all other variables are not
statistically significant.
The finding in logistic regression test shows an inconsistency of people’s
ideological perspectives. No one-to-one correspondence between participants’
understanding of justice of healthcare pricing and their general belief of distributive
justice has been detected by logistic regress test. People involve different value
perspectives to form their understanding of justice when they consider distributive justice
in general and justice of healthcare pricing in particular. The enthusiastic advocator of the
libertarian principles of distributive justice may define justice of healthcare pricing by
taking equity and need principle into consideration. In this respect, this finding is
consistent with the previous analysis. People perceive health care as a particular good and
view justice of healthcare pricing as a special subject to which the general belief of
distributive justice may not be applicable. In this respect, the findings in logistic
regression test provide the rational basis for the establishment of the study. It is
reasonable and meaningful to conduct an investigation of meaning of justice by
emphasizing the particular social sphere—healthcare. In summary, the statistics analysis
of understanding of justice is a meaningful attempt that enlightens the development of a
research solution for the future research of pricing justice.
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7.6

Conclusion
Analysis in this chapter indicates that this study of an understanding of justice

regarding healthcare pricing ends up with a plethora of findings. Firstly, definitions of
justice regarding healthcare pricing that are from the equity perspective and need
principle perspective are identified as the most popularly shared understanding. Being
consistent with the traditional belief of just price, equity is weighted the most in defining
justice of healthcare pricing. The definition from the equity perspective wins the greatest
support. Cost is the most important reference. People believe that a just healthcare pricing
should be reasonably based on cost. Compared with pricing in other markets, people have
the intent to place a restriction on suppliers’ profit margin. Another difference between
healthcare pricing and pricing in other markets is that people have more expectations to
affordability. A considerable amount of people believe that just healthcare pricing should
guarantee affordability of healthcare, especially basic care. In addition, an extended
discussion based on the comparison between participants’ understanding of justice
regarding healthcare pricing and their general belief of distributive justice demonstrates
that healthcare is a special good, and healthcare pricing is a particular subject to which
the general ideological perspectives of distributive justice may not be applicable.
Secondly, since people have more expectations of equity and affordability, they
believe that a market can not achieve pricing justice by itself. There should be a role for
government action. Therefore, most people believe that the government-market mixed
mechanism is the most just pricing mechanism which can, to the greatest extent, secure
the justice of healthcare pricing.
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Thirdly, the study detects some improper ignorance associated with the
understanding of justice of healthcare pricing. The author calls attention to pricing, the
moral importance of pricing, and the public’s participation in healthcare pricing. The
author argues that pricing determines price and wealth distribution. Pricing could be, and
should be, discussed within the justice domain. To a great extent, pricing justice
determines the price justice and the distribution justice. Public desires are important and
worth knowing. Public wisdom is reliable. It is necessary and beneficial for the
healthcare system designers and policy makers to learn how to rely on public wisdom.
The author believes that giving more attention to these things will help to improve justice
of healthcare pricing.
Finally, statistic analysis, including the chi-square test and logistic regression test,
is performed to provide further investigation into the formation of an understanding of
justice regarding healthcare pricing. The Chi-square test detects significant associations
between participants’ understanding of justice regarding healthcare pricing and their
general beliefs of distributive justice and their role in the healthcare system, proving that
it is important to interpret meaning of justice based on the value perspective involved,
and it is reasonable to limit biases by post stratification against the role that participants
play in the healthcare system. In this respect, both of the findings provide sound supports
to the conduct of the study. The findings in logistic regression indicate an inconsistency
between people’s understanding of justice regarding healthcare pricing and their general
beliefs, further proving that people have the intention to treat healthcare as a special good
and view justice of healthcare pricing as a particular subject to which the general belief of
distributive justice may not be applicable. It is reasonable and significant to conduct an
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investigation of meaning of justice within this particular social sphere—healthcare. In
this regard, the findings in the logistic regression test lend a rational basis to the
establishment of this study.
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ROLE OF GOVERNMENT IN ACHIEVING JUSTICE OF HEALTHCARE PRICING

There is a long standing debate in America regarding the role of government.
Without exception, data collected in this study shows different opinions. On the one hand,
the previous analysis demonstrated that healthcare has some special economic features
which determine the necessity of government intervention. Survey data shows that most
participants (about 59% of participants) believe that the government-market mixed
mechanism is the most just pricing mechanism. It implies that the majority of participants
believe there is a role for government in achieving justice of healthcare pricing. However,
on the other hand, some participants assert that no government intervention is necessary.
About 38 percent of survey participants propose that the pure market mechanism is the
most just pricing mechanism. In response to the question, “what kind of role should
government take in achieving justice of healthcare pricing,” around 20 percent of
participants believe that there is no role for governments. A further investigation into the
reasons against governmental intervention reveals that most objections are raised against
the poor performance of the government in an intervention rather than the necessity of
government intervention. One interviewee argued that there is no necessity for
government intervention. When the author further asked her to give an explanation, she
said: “government intervention only gets things worse. Whenever government tries to
make a control to price, they will end up with a price increase.” In this respect, before
223

going any further, it is of the utmost importance to clarify that there is no doubt regarding
the necessity of the role of government in achieving justice. Improper government
intervention may make things worse. However, it does not mean that all government
interventions are useless and should be obliterated completely. Hayek is a strong
opponent to governmental planning. Yet, he clarifies in his book, The Road to Serfdom,
that “the planning against which all our criticism is directed is solely the planning against
competition—the planning which is to be substituted for competition.” (Hayek, 2007, p.
90) Rather than considering whether or not the government should intervene, we should
instead consider how government intervention should be accomplished, what kind of role
the government should play, and what the proper intervention strategy is. The answers to
these questions are the emphasis of the discussion in this chapter.
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8.1

Findings regarding what kind of role should government play in achieving
justice of healthcare pricing

Figure 8.1

Opinion regarding role of government in achieving justice of healthcare
pricing

Data collected in this study demonstrates that the majority of participants (about
66%) believe that government should play the role of a regulator. Few people believe that
the government should directly set the prices. Around 13% of participants say that the
government should be a competitor who directly provides health care services, products,
and insurance, raising the competition in health care markets. The government can
influence the private sector and maintain the price justice as an influential competitor.
Likewise, comparisons across different role groups show some interesting
findings. Table 8.1 and Table 8.2 present the distribution of opinions across different role
groups. Firstly, no one believes the pure government pricing can work well in achieving
the justice of healthcare pricing. Only few government officials believe that governments
should play a role in price setting in achieving justice of healthcare pricing. Secondly,
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government offices and physicians are more likely to perceive the necessity of
government intervention in achieving justice of healthcare pricing. Around 79 percent of
government officers and 65 percent of physicians believe that the justice of healthcare
pricing is more likely to be achieved through the government-market mixed mechanism.
Insurance managers and pharmacy managers are more likely to advocate the pure market
mechanism. 50 percent of participating insurance managers and pharmacy managers view
pure market as the just pricing mechanism. 50 percent of insurance managers and 25
percent of pharmacy managers believe there is no role for government in achieving
justice of healthcare pricing. Thirdly, government officials perceive more possibilities
regarding the role of government in achieving justice of healthcare pricing, while the
group of hospital administrators achieve a great consensus, believing that government
should play the role of regulator.
Table 8.1

What is the just pricing mechanism in concern of healthcare pricing?

Government officer
Hospital administrator
Role of
participants Insurance manager
Pharmacy manager
Physician
Total

Pure market

governmentmarket mixed

Other

Total

21.43%
33.33%
50.00%
50.00%
35.29%
34.04%

78.57%
50.00%
50.00%
50.00%
64.71%
63.83%

0.00%
16.67%
0.00%
0.00%
0.00%
2.13%

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
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Table 8.2

What role should government play in achieving justice of healthcare pricing
Role of government

Government officer
Hospital
administrator
Role of
participants Insurance manager
Pharmacy manager
Physician
Total

Price
setter
7.14%

Regulator
57.14%

0.00%
0.00%
0.00%
0.00%
2.13%

100.00%
50.00%
62.50%
58.82%
63.83%

No role fo r
Competitor government
Total
28.57% 7.14%
100.00%
0.00% 0.00%
0.00% 50.00%
12.50% 25.00%
23.53% 17.65%
19.15% 14.89%

100.00%
100.00%
100.00%
100.00%
100.00%

Briefly, the overall findings illustrate that participants’ opinions, to a great extent,
are consistent with the libertarian ideological perspective on the subject of the role of
government. The majority of participants believe that government intervention should not
replace the pricing function of the market. No matter if it is through regulation or
participation, government intervention should aim at assisting the spontaneous forces of
market competition. And the cross group comparisons show that, compared with
government and hospitals, pharmacies and insurers are more likely to uphold the
libertarian perspective, advocating market mechanism and opposing government
intervention.
In regard to the libertarian perspectives regarding the role of government, we can
refer to Hayek’s works. Libertarians usually support limited government intervention. In
general, libertarians propose to make the best possible use of the forces of competition.
Hayek, in his book, The Road to Serfdom, explained “it regards competition as superior
not only because it is in most circumstances the most efficient method known but even
more because it is the only method by which our activities can be adjusted to each other
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without coercive or arbitrary intervention of authority.” (Hayek, 2007, p. 86) Like most
libertarians, Hayek opposes government provision. He argues that government provision
is usually done through a unitary organization which may initially show great efficiency
and administrative convenience. However, this unitary organization is more like a closed
system which prevents the evolution of other suitable institutions. Eventually, this
sheltered monopoly will become inefficient in the long run. The goal of government
direct provision is to secure the minimum sustenance rather than attaining adequacy.
Welfare should aim at the relief of poverty rather than redistribution of income. (Hayek
F. , 2011) For Hayek, the preferable government action is the one that assists the
spontaneous forces of the market. The government and the market could be properly
mixed only by intervening for the improvement of competition but not by intervening
against competition.
On the subject of pricing, to an even greater extent, Hayek prefers the market
mechanism. He believes that the free-floating prices carry rich information, determining
the volume and direction of production. In a market where individuals enjoy full liberty
to decide what to produce and consume, the price signal “helps people coordinate in
intricate and mutually considerate ways”. (Schmidtz, 2012) Hayek strongly opposes
pricing by central planning. As Hayek notes,
“As decentralization has become necessary because nobody can consciously
balance all the considerations bearing on the decisions of so many individuals, the
coordination can clearly be effected not by “conscious control” but only by
arrangements which convey to each agent the information he must possess in
order effectively to adjust his decisions to those of others. And because all the
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details of the changes constantly affecting the conditions of demand and supply of
the different commodities can never be fully known, or quickly enough be
collected and disseminated, by any one center, what is required is some apparatus
of registration which automatically records all the relevant effects of individual
actions and whose indications are at the same time the resultant of, and the guide
for, all the individual decision. This is precisely what the price system does under
competition, and which no other system even promises to accomplish.” (Hayek,
2007, p. 95)

Hayek’s preference for market competition is mainly derived from economic
reasons and the libertarian perspective. This study will extend the discussion by involving
more justice value perspectives and further prove that no matter we define justice of
healthcare pricing from equity perspective, need principle perspective, fairness
perspective, or libertarian perspective, perfect market with complete competition is the
ideal pricing mechanism in achieving justice of healthcare pricing?
8.2
8.2.1

The perfect competitive market as an ideal pricing mechanism in concern of
justice of healthcare pricing
Under what condition will prices be set based on the cost?
The previous analysis reveals that the definition from the equity perspective is the

most popularly shared understanding regarding justice of healthcare pricing. From the
equity perspective, people believe that it is just for pricing to be reasonably based upon
cost.
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Figure 8.2

Pricing in a perfect competitive market

Economic theory demonstrates that pricing is closely related to competition in the
market. The spectrum of completion ranges from perfect competition to pure monopoly.
Pricing in a perfect competitive market differs from in a monopoly market. In a perfect
competitive market there are many suppliers. Each has an insignificant market share and
no control over prices. Products from different suppliers are identical or standardized so
that they can perfectly substitute with each other. Customers have perfect information
about the prices. No seller can safely charge a higher price without the potention of
losing customers. In addition, in a perfect competitive market, all firms have equal access
to the resources. All products are assumed to have no externalities. There is no barrier to
entry. With satisfaction of all the assumptions, the market achieves an equilibrium price
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which equals to marginal cost and average cost. There is no profit margin. (perfect
competition - the economics of competitive markets)

Figure 8.3

Monopoly pricing

On the contrary, in the monopoly market, there is only one supplier. The supplier
is a price maker. The costumers are price takers. In order to maximize profit, the
monopoly sets the price and quantity of supply at the level where marginal cost equals to
marginal revenue. The monopoly price is much higher than the cost. In so doing, the
monopoly earns a large portion of profit.
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In short, the more competitive the market is, the closer the price is to the cost.
Otherwise, price will be far from the cost. From the equity perspective, the more
competitive a market is, the more likely it achieves justice of pricing. The perfect
competitive market is the ideal mechanism for achieving justice of healthcare pricing.
8.2.2

In what situation can pricing can secure affordability?
This study uncovers that affordability is another core conceptual component of

the definition of justice regarding healthcare pricing. Affordable price is often linked to
low price. Then what kind of market can generate lower price? As previously stated, in a
competitive market, price is closer to cost, and suppliers are less likely to earn large
profits through pricing. Compared with a monopoly market, price is much lower in a
competitive market. In addition to using low price to achieve affordability, this study
finds that many participants desire to use tiers of care and tiers of prices to satisfy
affordability. In what situation customers’ desires more likely to be satisfied. In a
monopoly market, the supplier has absolute domination. He can set the price merely
according to his preference without worrying about losing customers. He may be less
likely to consider the customers’ desires. Though government may stand up for the public
customers, their policy decisions are often tied down by monopoly lobbying. In a
competitive market, suppliers are eager for the demand of customers. In order to attract
more customers and maintain their businesses, they are more likely to take customers’
desires into consideration during produce and pricing. In this respect, the more
competitive market is more likely to provide care and reasonable pricing with an
intention to satisfy the desires of customers. From the perspective of need principle, a
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more competitive healthcare market is more likely to achieve pricing justice. The perfect
competition is the ideal condition for achieving justice of healthcare pricing.
8.2.3

In what situation is fairness of pricing more likely to be achieved?
The definition from a fairness perspective is the third most commonly shared

understanding regarding justice of healthcare pricing. A considerable portion of
participants believes that ust pricing is to charge different people the same price for the
same healthcare service and product. As the author analyzed previously, the monopoly
supplier is the price maker. Without competition pressure, the monopoly supplier cares
less about customers’ preferences and desires. Its opposite extreme, the perfect
competitive market, is totally different. In a perfect competitive market, there is no price
maker. Everyone is price taker. Every supplier charges the same price which is set by the
full competition. Every customer pays the same price with complete information
concerning product price. In this ideal situation, everyone is treated identically. The
fairness of pricing is completely guaranteed. Even if we cannot achieve this ideal
situation, in a relatively more competitive market, the individual supplier has a smaller
impact on market price. Suppliers compete for customer demand. Therefore, they will
care more about customers’ feelings and considerations. If customers perceive the
fairness more important, suppliers will strive for making their supply and pricing fairer.
The more competitive the market is the fairer the pricing is. From the fairness perspective,
a more competitive healthcare market is more likely to achieve pricing justice.The perfect
competitive market is the ideal mechanism for developing just healthcare prices.
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8.2.4

Under what condition we can assure a just pricing which is based on
voluntary willingness and free from any intervention?
This study identifies that the libertarian perspective has a substantial effect on

people’s understanding of justice regarding healthcare pricing. Usually, libertarians
identify themselves by opposing government intervention. In the strict sense,
libertarianism argues that each agent has full scale of liberty. Their attempts of doing
something should be absent from any forcible intervention of other agents. Here, the
intervention is not limited to government intervention. Instead, it could be any
intervention from any agents. In a monopoly market, though there is an absence of
government interference, customers still do not have full control of self ownership. The
monopoly supplier intervenes in many ways. He decides what to supply, how much to
supply, and how much to charge. In a perfect competitive market, with complete choices
and price information, customers have the greatest freedom in making their buying
decisions. With perfect information about price, customers have a clear idea about the
reasonable price and available price. They can make buying decisions based off of this
knowledge. Given enough choices, customers can freely choose from whom they buy the
service or product. In this respect, again, compared with a monopoly market, the perfect
competitive market, secures the customers’ liberty. From a libertarian perspective, the
perfect competitive market is the ideal mechanism for achieving justice of healthcare
pricing.
In summary, from the monopolistic market, to the oligopolistic market, to the
competitive market, and to the perfect competitive market, the degree of competition is
increasing. Consequently, the degree of justice regarding pricing is also increasing, as
well. The perfect competitive market could be viewed as an ideal model. In a perfect
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competitive market, suppliers have limited control over pricing. Prices are most likely to
close to costs. Compared with other market formats, the perfect competitive market has
relatively low price levels. It is more likely to secure affordability for customers. In
addition, the increasing competition put more substitution threats on suppliers. Suppliers
care more and strive for satisfying the desires of customers. They are more likely to
involve customers’ preference for affordability and fairness into pricing decisions.
Moreover, customers gain more price information and buying choices from the enhanced
competition. In a perfect competitive market, customers enjoy a greater liberty in making
their buying decisions. In short, the perfect competitive market is the ideal mechanism for
achieving justice of healthcare pricing.
With the identification of the ideal model, we can think further about what the
proper role of government is in achieving justice of healthcare pricing. Traditionally,
government intervention tended to replace the function of the market. In fact, government
pricing is frequently introduced to correct the inefficiency of market pricing. The analysis
of this study indicates that the perfect competitive market is not only the ideal model
from an economic perspective but also the ideal mechanism from the justice perspective.
The market mechanism, in its perfect competitive state, works very well in achieving
justice of healthcare pricing. Therefore, the proper government intervention is not to
replace the function of the market. Instead, it is to boost the market to its ideal status.
Rather than being a price setter, governments should work as regulators or a competitors
whose involvement strives for improving competition andd the performance of the
market mechanism.
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8.3

Policy inspiration in achieving justice of healthcare pricing through boosting
the competition of healthcare market.
Based on the identification of the ideal pricing mechanism and the proper role of

government in achieving justice of healthcare pricing, the development of intervention
strategies should focus on the satisification of the assumptions of a perfect market. There
are many things that the government can do in order to improve the competition of the
market and pricing justice, such as increasing quantity of supply, standardizing the
services and billing system, informing public customers with more price knowledge and
information, and reducing barriers to entry to the healthcare market.
8.3.1

Increase the quantity of suppliers
One of the most important assumptions of perfect competition is the existence of

a large number of suppliers. In fact, the competition could be raised by increasing the
quantity of suppliers. Healthcare resources are unevenly distributed across geographic
and specialty areas. While some healthcare markets, such as retail pharmacies, have large
numbers of sellers, other markets are in short supply. Data indicates that, in the United
States, healthcare is in short supply in general. According to OECD health data 2010,
American hospital beds density per 1000 population is 3.1, and number of hospitals per
million population is 18.6. The country which has highest hospital supply is Japan. Its
hospital beds density per 1000 population is 13.5, and its number of hospitals per million
population is as high as 67.7. The OECD average values regarding these two references
are 4.9 and 29.8 respectively. In regard to physician supply, American physician density
per 1000 population in 2011 is 2.5, which is lower than the OECD average, 3.2. All the
data demonstrates that, in the United States, the healthcare supply is not abundant enough
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to support a perfect competition. In order to increase the quantity of supply, on the one
hand, government should stimulate the market and attract more participation from
healthcare suppliers through incentives. On the other hand, governments should revisit
the role of direct public provision in securing the quantity of healthcare supply.
The American healthcare system relies heavily on market mechanism and private
provision. The allocation of healthcare resources is market driven. In other words,
investment decisions are based on the profit estimation and the prospect of business
operation performance. Certain markets, such as rural healthcare and healthcare for low
income populations, usually receive lower scores in investment evaluation and lack
attraction for private healthcare suppliers.
Traditionally, the direct public provision plays an important role in the healthcare
safety net, providing general care for the disadvantaged and some specialized care for the
broader population. However, as Medicaid was signed into law in 1965, governments
gradually changed their role from healthcare provider to healthcare financer. With this
role conversion, public healthcare provision has declined markedly. (Fraze, Elixhauser,
Holmquist, & Johann, 2010 ) (Bovbjerg, Marsteller, & Ullman, 2000) (Felland & Stark,
2012 November) Public hospital are an example. Facing fiscal restrictions and increasing
cost, many public hospitals have closed or converted to private ownership. In 1999,
public hospitals represented one fourth of all hospitals in the U.S.. By 2010, only one out
of five hospitals were public. (Felland & Stark, 2012 November) As the author
mentioned previously, certain healthcare services inherently lack attraction for private
investment. For instance, rural healthcare has a lot of operation difficulties. Likewise,
healthcare for low income populations are associated with high charity cost. The
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economic incentives may not always work well. In this situation, it is necessary for the
government to use direct provision to fill the holes in the safety net. Moreover, direct
provision is beneficial because it provides government first hand information about
healthcare operation and pricing. It enables government to make more accurate pricing
decisions and provide proper policy guidance.
More importantly, in finding solutions to improve the quantity of healthcare
supply, governments need to further broaden their minds, involving new ideas and new
technologies in problem solving. Traditionally, government intervention in improving
supply in disadvantaged areas follows the attraction model which mainly relies on
utilizing the economic incentives to attract more suppliers to serve in the areas where
healthcare is in short supply. In certain areas where attractive strategy loses its
effectiveness, governments need to broaden their minds, taking connection strategies into
consideration. Studies indicate that, besides income, healthcare suppliers take many other
factors into account when choosing practice locations. Using physician as an example, we
see that the primary decision factors in choosing practice locations include: hospital
facilities, income potential, desirable professional partnership, regular contact with other
physicians, preference for urban/rural life, cultural advantages, the prosperity of the
community, and family development, including job opportunities for physician’s spouse
and education conditions for the physician’s children. (Dismuke, 1989) (Rourke, 1993)
Given the complexity of decision making, most of the time, income is not the factor that
healthcare providers consider most. Therefore, economic incentives may not always work
well. If we cannot effectively attract healthcare providers to physically serve in certain
disadvantaged areas, then could it be possible to connect these disadvantaged areas with
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rich healthcare resources? Some strategies, such as telemedicine and temporary personnel
services, show potentials for establishing this connection.
Telemedicine services and activities have been around in the United States for
decades. Though telemedicine is still in its infancy, it already shows great potential and
promising development prospects. Telemedicine has been widely used for many
purposes, for instance, to provide clinical consultation and to use as a health care tool for
in-home support and management. (Raza, Joshi, Schapira, & Agha) It also has been used
in high risk communicable disease treatment to protect the health care professionals.
Moreover, telemedicine is extensively used to increase the access and quality of rural
healthcare. It saves rural patients’ travel distance and time. (Frey & Bratton, 2002) The
features of remote operation enables telemedicine to establish a connection between
disadvantaged areas and healthcare resources. In so doing, we can improve the quantity
of healthcare supplies in certain disadvantaged areas by involving more remote
healthcare practices.
In addition, due to recruitment difficulty, the facilities in certain disadvantaged
areas may not refill positions quickly after physicians leave. This could cause grant
funding to be cut and operation difficulty. Also, due to lack of backups, many physicians
who practice in disadvantaged areas can not afford a leave for vacation and professional
training, detracting from the chance that physicians will choose the positions. Through
some volunteer programs or contract medical personnel supply services, physicians can
temporarily serve in the disadvantaged areas. These temporary staffing physicians will
contribute to improving the working conditions of physicians and the quantity of supply
in the disadvantaged areas.
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In order to build a connection, government intervention should focus on
infrastructure and facility construction. Governments should provide technical and
financial support in order to develop an adequate communication infrastructure for
telemedicine. In addition, government intervention should assure that the design and
construction of certain healthcare facilities support the telemedicine and temporary
personnel services. The facilities that provide telemedicine services do not need to be
fully equipped and staffed. However, the staffing and equipment should assure the
provision of the basic medical test. There should be some specially trained staff members
who can transfer patients’ medical history information and test results to the remote
healthcare facilities and help patients communicate with remote physicians. The
healthcare facilities that rely on temporary personnel services should establish a well-run
electronic health record system and standardized medical practice management system.
In so doing, the temporary personals can rapidly adjust to the new practice environment,
being fully functional. The resignation of particular personnel will not cause issues for
the facility’s operation.
8.3.2

Standardizing the healthcare “products”
Healthcare providers are usually the decision makers regarding what treatments

are adopted to treat a particular disease. A treatment could be perceived as a combination
of medical services and products. In this respect, for a particular medical problem, there
could be many treatments. In order to protect against medical liability or achieve high
revenue, some healthcare providers attempt to use more tests and choose more profitable
procedures. As a result, they charge relatively high prices for a particular treatment.
However, in other cases, when providers realize that the services are less likely to be
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reimbursed, they tend to reduce services in order to avoid more economic lose. The
difference in combination of services and products results in different package prices.
When the public end-users try to get a price quote, they usually receive an estimated price
range for a treatment package. The doctor may give a general description of the major
procedure adopted. However, the patients still have no idea what services and products
are supposed to be and/or will be involved in this treatment. It is hard for them to make a
price comparison on whick to base a decision.
In order to standardize the healthcare “products”, first, government interventions
should establish quality measurement criteria and quality requirements for healthcare
providers. Healthcare providers are offered flexibility in choosing healthcare solutions,
but they must be quality solutions. When patients try to make a choice between providers,
the substitution of one provider for another will not cause unacceptable quality variety.
Secondly, government intervention should standardize the treatment products by
eliminating the unnecessary, redundant, and expensive tests that do not have legitimate
diagnostic purposes. With the standardization of “product”, we could reduce the price
variety and increase the price comparability. In that way, we could raise the market
competition and improve justice of healthcare pricing.
8.3.3

Increase the informativeness of healthcare knowledge and healthcare
pricing
Perfect information is a significant assumption of perfect competition. Perfect

information refers to both buyers and sellers possesing the same complete and accurate
information about the goods traded. They know the prices charged in the market, and
they attain this information at no cost. Of course, in reality, no one can acquire perfect
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information, but an increase in informaed users can boost the market competition. Given
enough choices, with perfect price information, customers are capable of making wise
buying decisions. Contrarily, with information asymmetry, sellers can easily charge a
high price that is far beyond cost. Also, customers’ lack of information provides an
incentive for price fraud. For instance, sellers may cheat by lowering quality; thereby
increasing their “true price”. In addition, imperfect information provides the possibility
for price discrimination. Being informed with knowledge of products and price
information can effectively eliminate many unjust pricing phenomena. It is a goal worthy
of our best efforts.
Joseph E. Stiglitz in his book, Economics of the Public Sector (Third Edition,
2000), emphasizes the importance of perfect information assumption within perfect
competition. He demonstrated that “when consumers had an element of choice, the
competition among providers would likely increase the efficiency with which the goods
or services were provided as well as make what was produced more responsive to the
needs and desires of consumers. These arguments are less persuasive if consumers have
limited information concerning the product they are purchasing……” (Stiglitz, 2000, p.
254) Stiglitz further affirms that the government has a role in information provision. He
argues that information is a characteristic public good. The amount of information one
person possesses does not reduce the amount others have. Private suppliers have
inherently less interest in public good provision. Consequently, the private market tends
to have an inadequate supply of information. There is general agreement that
governments should play a role in information provision. Moreover, Stiglitz focuses on
the healthcare system. He gives an in-depth analysis of the imperfect situation concerning
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information in the healthcare system. Because of their lack of medical expertise, patients
cannot effectively assess the quality of health care. In addition, in the healthcare market,
consumers are hardly able to gain information through comparison. On the one hand,
medical services are heterogeneous. On the other hand, people, usually, do not repeatedly
purchase a particular medical procedure. As a result, it is hard to make a price and quality
comparison for medical services. Thus the dissemination of information is significantly
inhibited. There is a need for government intervention to improve the imformativenessof
the healthcare market.
Obviously, the information asymmetry regarding pricing in the healthcare market
has been widely recognized. Many health insurance companies have started to provide
price comparison services. And many companies find business opportunities in providing
price information and price comparison services. Moreover, more and more government
interventions have been conducted to provide more reliable information about healthcare
price and costs. For instance, in 2013, CMS publicly released a new database which
covers the hospital pricing data for the 100 most common inpatient services and 30
outpatient services. Likewiser, raising competition through increasing informativeness is
also at the heart of Obama Care. Obama’s Affordable Care Act creates a health insurance
marketplace, sometime called the health insurance exchange.
The health insurance marketplace provides a marketing platform for insurers to
sell their qualified plans to individuals and small businesses and for individuals and small
businesses to purchase a health insurance plan with options. Though the health insurance
marketplace has the characteristics of social welfare, providing tax credit subsidies to
people who cannot afford the insurance premium on their own, to a large extent, the
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health insurance marketplace focuses more on distribution rather than redistribution. The
health insurance marketplace has several major functions. First, it plays the role of
regulator. It is responsible for securing quality and stabilizing the price of healthcare
insurance plans. The health insurance marketplace identifies and screens health insurance
plans for consumers. Only qualified plans can be contracted and serve in this market. On
the other hand, health exchanges are the price monitors. They watch the change of
insurance premiums through the annual premium review process. Any unreasonable
premium increase is required to be justified prior to the implementation. The secretary of
the exchange will make sure that the public is informed concerning the price increase and
justification. Secondly, the health insurance marketplace works as a broker who mediates
between the public consumers and the private health insurers. Rather than directly
provide insurance coverage, the health insurance marketplace constructs a marketing
platform so that the customers and the private insurers can trade with each other. Thirdly,
the health insurance marketplace plays the role of information provider. Both the national
and state insurance marketplace should conduct fully accessible websites to provide
detailed information about the price and policy terms of the health insurance plans,
enabling customers to make a comparison across different insurance plans. They have the
responsibility to help consumers identify their eligibility for program enrollment. In
addition, the health insurance marketplace should provide the necessary convenience for
health plan purchases. (HHS, 2010)
By fulfilling these functions, the establishment of the health insurance
marketplace attempts to achieve several goals. Firstly, by standardizing the qualification
of health insurance plans and the annual premium review process, the health insurance
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marketplace aims to enhance the regulation on the health insurance market so as to
stabilize the quality and price of the health plans. Secondly, by providing the information
and consultant services, the health insurance marketplace increases the transparency and
accountability of health insurers. In so doing, they will change the status of information
asymmetry and increase the market power of consumers in the health insurance market.
Finally, on the one hand, the health insurance marketplace will benefit the private
insurers by reducing their administration cost and sale cost. On the other hand, it will
increase the concentration of consumers, benefiting the public consumers by promoting
their negotiation power.
8.3.4
8.3.4.1

Removing or lower the barrier to entry
Identifying the barriers to entry
A perfect competition requires few, if any, barriers to entry and exit. Healthcare

markets usually have high barriers to entry and exit. The exit barriers are very formidable.
Closing a healthcare facility or stopping the manufacture of a healthcare product is
difficult due to the high exit cost. The resources input are difficult to transferr in order to
produce other products and services. The buildings and equipments used for healthcare
services are usually not easy to convert to other uses, as well. Due to the large exit cost,
investors make their entry decision extremely cautiously. In this respect, the exit barrier
further makes the entry intimidating. (Schafermeyer, 2000)
Usually, the competition analysis of healthcare markets focuses on entry barriers.
Many entry barriers for both individual providers and institutions have been widely
recognized. For the healthcare labor force, the high medical education cost, the time
consuming training procedures, and state licensing have become the barriers to entry. For
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healthcare institutions, high investment in fix assesses, technology, and research &
development significantly restrict entry.
8.3.4.1.1

The high medical education cost

America has almost the most expensive medical education. According to the data
released by the Association of American Medical College (AAMC) in the 2013-2014
academic year, for private medical school, the average resident tuition is $46062.4, and
the average nonresident tuition is $47628.33. For public medical school, the average
resident tuition is $27681.82, and the average nonresident tuition is $50565.54.27 For the
same academic year, the average tuition of Canadian medical school is $12483.28 A
report published by the UK General Medical Council indicates that, in some European
countries, such as Greece and Poland, medical education is funded from public money.
Attending medical school is free. Though Poland also provides fee-based medical
education in English, the fee is relatively low, ranging from $8,000 to $12,000 per year of
study. In many other countries, medical education is not free, and students fund their
studies privately. However, the tuition and fees are very low. In Italy, the average cost for
the six years of university education (tuition and material) is estimated to be about 20,000
Euros. It is about $28312.5 for the whole six-year program and on average $4718.75 per

27

Data source: AAMC, Tuition and Students Fees, First Year Medical School Students 2013‐2014
https://services.aamc.org/tsfreports/select.cfm?year_of_study=2014

28

Data sources: Statistics Canada Undergraduate tuition fees for full time Canadian students, by discipline,
by province (Canada) http://www.statcan.gc.ca/tables‐tableaux/sum‐som/l01/cst01/educ50a‐eng.htm
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academic year.29 The medical specialty education in Italy is publicly funded. (Vries, et al.,
2009) Previously, the medical education in Germany was completely free. Now, some
provinces have begun to charge tuition. However, the cost of a medical degree in
Germany is still significantly low. The yearly cost for attending medical school is up to
500 Euros per semester, equaling 707.81 US dollars. (Chenot, 2009)
Comparison results illustrate that the cost of an American medical education is
much higher than it is in many other countries. The same conclusion can be drawn from
some other analysis. In the United States, the cost of attending medical school is too high
to afford for many families. Most of the medical students rely on education debt to
accomplish their studies. According to a recent report published by the Association of
American Medical Colleges (AAMC), 87 percent of public medical school graduates and
84 percent of private medical school graduates carry educational debt. Over 60% of
graduates carry more than $150,000 in education debt. (AAMC, 2013) Though the costs
of debt can be easily passed to the patients once a student becomes a doctor, during their
days in school, the high education cost places enormous financial pressure on the medical
students and their families. Many medical students struggle with making ends meet. High
cost becomes a big concern for applicants and their families during career decision
making. According to the data of American Medical Student Association, over 60% of
medical students come from families in the top 20% of annual income. While only 3% of
medical students are from families in the bottom 20% of annual income. In addition,
AAMC national survey results indicate that the top reason why qualified minority

29

Since the data drawn from the studies that is published around 2009, conversion is based on the Euro
to Dollar exchange rate on July 1st, 2009. 1 Euro equals 1.415625 US Dollars. http://www.x‐
rates.com/historical/?from=EUR&amount=1.00&date=2009‐07‐01
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students chose not to apply to medical school is the high cost of attending. (AMSA) In
this respect, the high medical education cost restricts the physician supply.
8.3.4.1.2

The time consuming training procedures

Another barrier to entry for the healthcare labor force is a long training and
resident time. In most countries, medical education takes five to seven years, including
four to five years of course work and one to two years of internship. Graduate medical
education and degrees are not required for practicing in the medical profession. The
education of physicians in the United States is lengthy, including undergraduate
education, medical school, and graduate medical education. Students first attend a college
or university to earn a BS or BA degree. Through undergraduate education, students
complete prerequisites on basic science, such as biology, chemistry, physics, and so on.
Once students get admitted into medical school, four more years of study and clinical
work need to be done to earn their doctor of medicine degrees (MDs). In order to be
qualified for professional practice, the newly graduated MDs are required to enter a
residency program. The length of residency training varies depending on the medical
specialty chosen. In most cases, it takes three to seven years. The doctors who want to
become highly specialized in a particular field also need to get fellowship training, which
is one to three years additional professional training in a subspecialty. Briefly, in the
United States, over ten years of educational training is necessary for being a doctor. For
most specialists, the educational training period is over fifteen years. To a certain extent,
the training time is longer enough to detract students from the medical profession.
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8.3.4.1.3

The state licensing

State by state professional licensure also erects a restrictive entry barrier.
Nowadays, more and more countries tend to adopt unified licensure regulation and
practice requirements. The European Union provides mutual recognition of physicians’
qualification. The qualified providers of medical services are free to practice their
profession in any member states. As of July 2010, Australia moved from a state-based
system to a single national licensure system. In regard to the United States, though the
state requirements for granting a medical license are very similar, medical licensure is
under the regulation of state authority. The medical license is still a state-by-state
function. Healthcare providers who intend to provide services in more than one state are
required to obtain a full and unrestricted licensure for each state. The state-by-state
licensure obstructs the flow of medical services, decreasing the competition of the
healthcare market. Moreover, the current state licensure mechanism is widely perceived
as the barrier to the deployment of telemedicine. (ATA, 2011)
8.3.4.2

Strategies for removing or lower barriers to entry

8.3.4.2.1

Strategies for removing or lowering the barriers to entry for the
healthcare labor force

In order to remove or lower the barriers for entry into the healthcare labor force,
there are several strategies that are worth a try. Firstly, government intervention should
provide guidance to the design of medical education programs. Without hurting the
quality of education, the medical education program should strive for cost reduction and
modify some of the time-consuming and overly stringent training procedures. Secondly,
government intervention should strive toward removing the barriers caused by medical
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licensure. There are some potential approaches that are worth an attempt, for example,
establishing national licensure mechanism or creating mutual recognition and portability
of licensure between states.
Thirdly, government intervention could lower the barriers by using more nurse
practitioners and expanding the scope of nurse practitioners’ authority, allowing nurse
practitioners to perform more routine procedures and issue routine prescriptions without a
physician’s supervision. Though this strategy has been opposed by many physician
groups, including the American Medical Association (AMA), the American Academy of
Family Physicians, the American Academy of Pediatrics and the American Osteopathic
Association, it is gaining support. More and more people, including many healthcare
experts, believe that expanding the practice scope of nurse practitioners does not show
significant negative consequences. On the contrary, it shows many benefits, such as
increasing the accessibility of primary care. (Shell, 2013)
Fourthly, government intervention could lower the barriers and increase supply of
healthcare labor force by recruiting and admitting more immigrant doctors. Physician is
an occupation which requires either face-to-face or voice-to-voice interpersonal contact.
Language and communication capabilities are crucial for the diagnosis and treatment
process. In addition, medical practices vary substantially across countries.
(Koopmanschap, Touw, & Rutten, 2001) Therefore, people who speak English as their
second language and people who receive a medical education aboard are traditionally not
the first choice in physician recruitment. However, as the physician shortage increases,
the Americans increase their dependence on international medical graduates (IMGs).
Nationally, IMGs account for almost a quarter of all the active physicians. (Hart, et al.,
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2007) Working visas have become the restrictive entry barrier for foreign healthcare
providers. In 1994, the exchange visitor program was initiated. However, the recruitment
scope is very limited. The exchange visitor program only allows each state to hire up to
30 foreign physicians in each federal fiscal year. Physicians with J-1 visas must serve for
three years in mental health or primary care Health Professional Shortage Areas. There is
a need for government intervention to increase the recruitment scope for foreign
healthcare providers. The barriers to entry for foreign healthcare professionals should be
reduced by adjusting the restrictive immigration policies on medical professionals,
expanding the number of employment-based green cards and providing more temporary
visas to facilitate the entry of foreign nurses and physicians. (Anderson, 2012)
8.3.4.2.2

Strategies for removing or lowering the barriers to entry for healthcare
institutions

For the healthcare industry, the major entry barriers include large investment in
technology, fixed assets, such as buildings, specialized equipment, or research and
development. Through grants and investments, government intervention should enable
researchers and institutions to access financial and technological resources that they need
for innovation. Policy support should be provided to insure that the innovation
discoveries can be efficiently and effectively transferred to implementation.
In addition, the tiers of care need to be introduced in order to lower the barriers to
entry and satisfy the desires of affordability. Tiers could be defined either based on
function or degree of luxury. Firstly, tiers could be classified by function. In the United
States, most healthcare facilities provide a comprehensive set of functions. Most of them
have well-constructed buildings, sophisticated equipment, skilled and dedicated
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healthcare professionals, and plentiful medications. Whether they are used or not, they
will add costs and boost the price of each unit of service and product. In addition, the
high requirement for equipment and staffing erects financial, technological, and
personnel barriers to entry for many healthcare institutions. As a result, there will be
limited supply and access. People may ask if it is necessary for every hospital to be fully
equipped and staffed. Is it necessary for every hospital to have all the functions? With
tiers of care, on the one hand, we could have some well equipped and staffed healthcare
facilities to deal with more complicated and more difficult medical conditions. On the
other hand, we could use the less equipped and staffed healthcare facilities to handle the
basic primary care. With lower requirements on equipment and staffing, institutions have
greater freedom for entry into the market. As the supply is increased and cost is decreased,
we can expect more affordable and accessible care.
Secondly, the tiers could be classified based on the degree of luxury. Many facts
indicate that healthcare in America is more luxurious than it is in many other developed
countries. For instance, unlike many countries where the delivery of primary care relies
on hospital outpatient care, in the United States, primary care is mainly provided in
independent, well-equipped clinics. The clinic service provides a pleasant environment
for patients. Meanwhile, it also generates high cost because of inefficient use of
manpower and equipment duplication. In many developed countries, though private
patient rooms are available for inpatient care, shared patient rooms are the standard
design for hospitals. However, in the American healthcare system, single private patient
rooms have become the industry standard in new construction of acute care facilities. The
“luxury industry standard”, on the one hand, becomes a barrier to entry for many
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healthcare institutions. On the other hand, it limits the affordability of healthcare.
Healthcare systems should be like a car market where there are luxury cars as well as
standard cars. The diversified provision better covers the different demands of customers
with different income statuses. There is a need for less luxury care in order to lower the
barrier to entry and improve the affordability of healthcare. The previous analysis
indicates that affordability is a core conceptual component of the definition of justice
regarding healthcare pricing. Tiers of care could be a solution for lowering barriers to
entry for healthcare institutions, improving affordability of healthcare, and improving the
justice status of healthcare pricing.
8.4

Conclusion
Findings in this study confirm the necessity of government action in achieving

justice of healthcare pricing. Though there are some dissenting voices, further
investigation into the reasons against governmental intervention reveals that most
objections are raised against the poor performance of government intervention rather than
the necessity of government intervention.
Regarding what kind of role should government play in achieving justice of
healthcare pricing, data collected in this study demonstrates that the majority of
participants (about 66%) believe that government should play the role of regulator. Few
people believe that government should directly set the prices. Around 13% of participants
say that the government should be a competitor who directly provides health care
services, products, and insurance, raising the competition in the healthcare markets. In
this respect, findings in this study indicate that the majority opinion about the proper role
of government in achieving justice of healthcare pricing is inclined toward a libertarian
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perspective which proposes to make the best possible use of the forces of competition. In
regard to pricing, libertarians propose market mechanism and oppose government
pricing. Rather than replacing the function of the market, government intervention should
aim at assisting the spontaneous forces of the market competition.
Correspondingly, the author’s analysis further unveils that the perfect competitive
market is the ideal mechanism through which economic efficiency and justice could be
attained simultaneously. Therefore, the author argues that the proper government
intervention is not to replace the function of the market. Instead, the government should
boost the market to its ideal status.
With the identification of the proper role of government, the author proposes that
the intervention strategy development should emphasize the satisfaction of the
assumptions of perfect competition. Rather than being a price setter, governments should
work as a regulator or a competitor whose involvement strives for improving the
performance of the market mechanism. There are many things that government can do in
raising the competition of the market and improving pricing justice: increasing quantity
of supply, standardizing the services and billing system, informing public customers with
more price knowledge and information, and reducing barriers to entry into the healthcare
market.
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VARIABLE DESCRIPTION TABLE
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Variable

Description

Understanding
of justice
regarding
healthcare
pricing

The top ranked
definition of justice
regarding healthcare
pricing

Understanding
of justice from
equality
perspective

Participants’
perception regarding
the priority of the
definition from the
equality perspective

Understanding
of justice from
equity
perspective

Participants’
perception regarding
the priority of the
definition from the
equity perspective

Understanding
of justice from
libertarian
perspective

Participants’
perception regarding
the priority of the
definition from
fairness perspective
Participants’
perception regarding
the priority of the
definition from the
libertarian
perspective

Understanding
of justice from
liberal
perspective

Participants’
perception regarding
the priority of the
definition from the
liberal perspective

Understanding
of justice from
fairness
perspective

Values
1. definition from equality perspective
2. definition from equity perspective
3. definition from fairness perspective
4. definition from libertarian
perspective
5. definition from liberal perspective
6. definition from the perspective of
need principle
1.
2.
3.
4.
5.
6.
1.
2.
3.
4.
5.
6.
1
2
3
4
5
6
1.
2.
3.
4.
5.
6.
1.
2.
3.
4.
5.
6.
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Ranked No.1
Ranked No.2
Ranked No.3
Ranked No.4
Ranked No.5
Ranked No.6
Ranked No.1
Ranked No.2
Ranked No.3
Ranked No.4
Ranked No.5
Ranked No.6
Ranked No.1
Ranked No.2
Ranked No.3
Ranked No.4
Ranked No.5
Ranked No.6
Ranked No.1
Ranked No.2
Ranked No.3
Ranked No.4
Ranked No.5
Ranked No.6
Ranked No.1
Ranked No.2
Ranked No.3
Ranked No.4
Ranked No.5
Ranked No.6

Variable

Description

Participants’
Meaning of
perception regarding
justice from the the priority of the
perspective of
definition from the
need principle
liberal perspective
Is equality
perspective is a major
influential value
perspective regarding
the formation of
partisans’
Whether hold
understanding of
equality
justice with regard to
perspective
healthcare pricing.
Is equity perspective
is a major influential
value perspective
regarding the
formation of
partisans’
understanding of
Whether hold
justice with regard to
equity
healthcare pricing.
perspective
Is fairness
perspective is a major
influential value
perspective regarding
the formation of
partisans’
understanding of
Whether hold
fairness
justice with regard to
perspective
healthcare pricing.
Is libertarian
perspective is a major
influential value
perspective regarding
the formation of
partisans’
understanding of
Whether hold
justice with regard to
libertarian
healthcare pricing.
perspective

1.
2.
3.
4.
5.
6.

Values
Ranked No.1
Ranked No.2
Ranked No.3
Ranked No.4
Ranked No.5
Ranked No.6

‘1’ if the participants ranked the definition
from equality perspective as No.1 and ‘0’
Otherwise

‘1’ if the participants ranked the definition
from equity perspective as No.1 and ‘0’
Otherwise

‘1’ if the participants ranked the definition
from fairness perspective as No.1 and ‘0’
Otherwise

‘1’ if the participants ranked the definition
from libertarian perspective as No.1 and ‘0’
Otherwise
267

Variable

Whether hold
perspective of
need principle

Description
Is liberal perspective
is a major influential
value perspective
regarding the
formation of
partisans’
understanding of
justice with regard to
healthcare pricing.
Is perspective of need
principle is a major
influential value
perspective regarding
the formation of
partisans’
understanding of
justice with regard to
healthcare pricing.

Role

The role that the
participants play in
healthcare system

General belief
regarding
distributive
justice

Participants’
understanding of
distributive justice in
general

Whether hold
liberal
perspective

Values

‘1’ if the participants ranked the definition
from liberal perspective as No.1 and ‘0’
Otherwise

‘1’ if the participants ranked the definition
from perspective of need principle as No.1
and ‘0’ Otherwise
1. Government officer
2. Hospital experts
3. Physician
4. Pharmacy manager
5. Manager of insurance company
1. Equality perspective: social welfare
should be equally distributed among
citizens.
2: Equality perspective: social welfare
should be distributed according to
citizens’ social contribution.
3. Perspective of need principle: social
welfare should be distributed according to
citizens’ need.
4. Fairness perspective: every citizen
should be treated identically regarding
social welfare distribution.
5. Libertarian perspective: people are
responsible for their own future. People
are entitled to what they produce. The
distribution should be completely free
from any intervention.
6. Liberal perspective: “(1) Each person
has the same indefeasible claim to a fully
adequate scheme of equal basic liberties,
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Variable

Description

Just pricing
mechanism

The pricing
mechanism through
which justice of
healthcare pricing is
more likely to be
achieved

Government
role in
achieving
justice of
health care
pricing

What kind of role
should government
take in achieve
justice of healthcare
pricing?

How do participants
evaluate the justice
status of current
Justice status of healthcare pricing in
current health
American healthcare
care pricing
system?
1. How do
Self evaluated
participants evaluate
influential
the influential power
power of
regarding healthcare
government/ho pricing of their party,
spital/pharmac including
y/physician
government/hospital/

Values
which scheme is compatible with the
same scheme of liberties for all; (2) Social
and economic inequalities are to satisfy
two conditions: first, they are to be
attached to offices and positions open to
all under conditions of fair equality of
opportunity; and second, they are to be to
the greatest benefit of the leastadvantaged members of society.” (Rawls,
2001, P42)
1. Market mechanism: prices are set
depending on the demand and supply.
2. Government mechanism: prices are set
by government
3. Government-market mechanism: prices
are set mainly through market mechanism.
Meanwhile, government interventions are
introduced to maintain the justice of price.
4. Other:
1. Price setter: set the health care prices
2. Regulator: intervene only when there is
injustice in health care price setting.
3. Competitor: Directly provide health
care services, products, and insurance.
Raise the competition in health care
markets. Influence the private sector and
maintain the price justice as an influential
competitor.
4. No role for government
5. Other
1. Very good
2. Good
3. Average
4. Poor
5. Very poor
1. Very strong
2. Strong
3. Normal
4. Weak
5. Vary weak
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Variable

Most
influential
party regarding
healthcare
pricing

Factor that
government
considered
most during
pricing
Factor that
healthcare
industries(inclu
ding hospital,
physician, and
pharmacy)
considered
most during
pricing

Description
pharmacy/physician’s
?

Values

1. The government
2. The health insurers
Participants’ opinion
3.The health care providers (including
regarding who is the
physician, hospitals, pharmacies, and so
most influential party
on)
in healthcare pricing
4. The public end-users
1. Assure health care expenses meet the
budget
2. With consideration of medical
appropriateness and medical necessity,
wisely use tax money to provide costefficient care.
3. Pricing to assure the delivery of a
quality care
4. Set prices to cover the cost of the
provision of health care services
5. Set the prices to give health care
providers a reasonable profit margin so
that they can continually train their health
care professionals and make capital
investment to keep pace with
technological change.
6. Pricing to make sure that people with
health care need have a access to health
What factors does
care services and their health care
government consider
demands can be fully satisfied 7.External
most in making a
pressure
pricing decision?
1. Acquire enough revenue to cover the
cost
2. Earn more profit
3. attract more customers
4. Assure access and satisfy the health
care demand of the community
What factors do
5. Assure the quality of health care
healthcare industries
6. Making enough revenue to cover costs
consider most in
plus reasonable profit and to ensure
making a pricing
business maintenance
decision?
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Variable

Governments’
pressure
sources

Industries’
pressure
sources
Self evaluated
competition
status of health
care market

Whether agree
that health care
market should
be run as any
other normal
market

Self valued
political view

Self evaluated
health status

Description

7. other

Values

1. Federal government
2. Healthcare providers (such as
physicians, hospitals, pharmaceutical
From what party does
industry, and so on)
government’s
3. Private health care insurers
pressure come in
4. The public end-users
concern of healthcare
5. Other
pricing?
6. No pressure
1. Government
From what party does 2. Competitors
the industry’s
3. Health care insurers
pressure come in
4. The public end-users
concern of healthcare 5. Other
pricing?
6. No pressure
How do participants
evaluate the
1. Very competitive
competition status of 2. Competitive
healthcare markets in 3. Average
general?
4. Less competitive
Participants’ opinion
about the following
statement: it is
acceptable for health
care industries to be
operated as most
other industries. It is 1. Strongly agree
just for health care
2. Agree
providers to strive for 3. Neither agree nor disagree
high profits through
4. Disagree
price setting.
5. Strongly disagree
1. Very liberal
2. Liberal
3. Moderate
Participants’ self
4. Conservative
rated political view
5. Very conservative
1. Very good
2. Good
3. Fair
Participants’ self
4. Poor
rated health status
5. Very poor
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Variable
Gender

Description
Gender of the
participants

Age

Participants’ age

Race

Participant’s race

Values
1. Male
2. Female
1. 18-24 years
2. 25-44 years
3. 45-64 years
4. 65 years and older
1. White
2. Hispanic or Latino
3. Black or African American
4. Native American or American Indian
5. Asian / Pacific Islander
6. Other
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1. How prices of hospital services/physician services/ drug products/insurance plans
are set in different insurance programs?
2. How do you evaluate the influential power of
government/hospital/physician/pharmacy/insurance company/public end-user in
the process of price setting
3. Who is the most influential party regarding hospital price setting?
4. Do governments intervene into the pricing process? If so, how do they intervene?
5. When governments intervene into pricing, whether and how do they involve
industry or public opinion into consideration?
6. What is your principle of distributive justice? (When you are considering
healthcare, does your distributive justice principle has been changed?)
7. From your point of view, what is the meaning of justice in consideration of
healthcare pricing?
8. During pricing, what factors does
government/hospitals/physician/pharmacy/insurance company consider most?
9. Do you think if governments/hospitals/physicians/pharmacies/insurers face a
pressure during price setting? If so, where does the pressure come from?
10. Given choices of market mechanism, government regulation, and governmentmarket mixed mechanism, do you think which pricing mechanism is more just?
Why?
11. From your point of view, what kind of role should governments take in achieving
justice of healthcare pricing?
12. How do you evaluate the justice status of current healthcare pricing? Why.
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APPENDIX C
SURVEY QUESTIONNAIRE (GOVERNMENT SERVEY)
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1. From different value perspectives, people may have different understanding
of justice with regard to health care price setting. Based on a literature
review, the author develops some possible definitions which are listed as
following. How would you rank the following definitions? Please assign the
number 1 to the definition that, based on your understanding, is most likely
to be adopted as the definition of justice in concern of health care price
setting. Please assign a bigger number to the definition that is less likely to be
adopted, and so on.
A. A just price setting mechanism is the one that can ensure parties of exchange
have equal capability to make a claim and transfer their price preference into
price.
B. A just price setting should assure that the prices of health care services and
products reflect the value of the services and the products.
C. A just price setting is to charge different people the same price for the same
goods.
D. A just price setting should assure that everyone has the right to make a claim
on their price preference. It is just only if the price is set based on a voluntary
willingness and completely free from any intervention.
E. A just price setting procedure is the one that can ensure an equal scheme of
liberty of each individual in claiming his/her price preference. The inequality
regarding price setting is acceptable only if it can enable the least advantaged
be in a better status that they cannot have in any other society.
F. A just price setting in concern of health care services and products should
assure the satisfaction of the basic health care need. In other word, just price
setting should assure that the basic health care services and products are
affordable.
G. Other
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2. In concern of distributive justice in general, which principle do you agree
with most?
A. Social welfare should be equally distributed among citizens.
B. Social welfare should be distributed according to citizens’ social contribution.
C. Social welfare should be distributed according to citizens’ need.
D. Every citizen should be treated identically regarding social welfare distribution.
E. People are responsible for their own future. People are entitled to what they
produce. The distribution should be completely free from any intervention.
F. “(1) Each person has the same indefeasible claim to a fully adequate scheme of
equal basic liberties, which scheme is compatible with the same scheme of
liberties for all; (2) Social and economic inequalities are to satisfy two conditions:
first, they are to be attached to offices and positions open to all under conditions
of fair equality of opportunity; and second, they are to be to the greatest benefit of
the least-advantaged members of society.” (Rawls, 2001, P42)
3. Among the following price setting mechanism, which one, from your point of
view, is the justest price setting mechanism regarding health care services
and products?
A. Market mechanism: prices are set depending on the demand and supply.
B. Government mechanism: prices are set by government
C. Government-market mechanism: prices are set mainly through market
mechanism. Meanwhile, government interventions are introduced to maintain
the justice of price.
D. Other:
4. From your point of view, what kind of role should government take in
achieving justice of health care pricing?
A. Price setter: set the health care prices
B. Regulator: intervene only when there is injustice in health care price setting.
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C. Competitor: Directly provide health care services, products, and insurance.
Raise the competition in health care markets. Influence the private sector and
maintain the price justice as an influential competitor.
D. Other:
5. Based on your understanding of justice regarding health care price setting,
how do you evaluate the justice status of current healthcare pricing in
American health care system?
A. Very good
B. Good
C. Average
D. Poor
E. Very poor
6. Based on your knowledge, how the prices are set in health care system?
A. Prices are strictly regulated by government
B. Prices are strictly regulated by industry association
C. Prices are set by leading companies of the health care industries
D. Individual health care provider enjoys great autonomy in setting their only
prices
E. Individual health care provider set the prices under the great competitive
pressure
F. Other
7. How do you evaluate government’s influential power regarding health care
price setting?
A. Very strong
B. Strong
C. Normal
D. Weak
E. Vary weak
8. Base on your knowledge, who is the most influential party in health care
price setting
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A. The government
B. The health insurers
C. The health care providers (including physician, hospitals, pharmacies, and so
on)
D. The public end-users
9. In your personal opinion and based on what you see, what factors do
government consider most in making a price decision.
A. Assure health care expenses meet the budget
B. With consideration of medical appropriateness and medical necessity, wisely
use tax money to provide cost-efficient care.
C. Pricing to assure the delivery of a quality care
D. Set prices to cover the cost of the provision of health care services
E. Set the prices to give health care providers a reasonable profit margin so that
they can continually train their health care professionals and make capital
investment to keep pace with technological change.
F. Pricing to make sure that people with health care need have a access to health
care services and their health care demands can be fully satisfied
G. Other
10. From what party does government’s pressure come in concern of health care
pricing?
A. Federal government
B. Healthcare providers (such as physicians, hospitals, pharmaceutical industry,
and so on)
C. Private health care insurers
D. The public end-users
E. Other
F. No pressure
11. In your personal opinion and based on what you see, how do you evaluate the
competition status of health care markets in general.
A. Very competitive
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B. Competitive
C. Average
D. Less competitive
E. No competition
12. It is acceptable for health care industries to be operated as most other
industries. It is just for health care providers to strive for high profits
through price setting. To what degree do you agree with this statement?
A. Strongly agree
B. Agree
C. Neither agree nor disagree
D. Disagree
E. Strongly disagree
13. How would you describe your political views?
A. Very liberal
B. Liberal
C. Moderate
D. Conservative
E. Very conservative
14. How do you describe you health status
A. Very good
B. Good
C. Fair
D. Poor
E. Very poor
15. What is your gender
A. Male
B. Female
16. What is your age?
A. 18-24 years
B. 25-44 years
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C. 45-64 years
D. 65 years and older
17. Please specify your race
A. White
B. Hispanic or Latino
C. Black or African American
D. Native American or American Indian
E. Asian / Pacific Islander
F. Other
Any comments are welcomed and appreciated
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SURVEY QUESTIONNAIRE (INDUSTRY SURVEY)
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1. From different value perspectives, people may have diff erent understanding
of justice w ith regard to health care price setting. Based on a literature
review, the author develops some po ssible definitions which are listed as
following. How would you rank t he following definitions? Please a ssign the
number 1 to the definition that, based on your understanding, is most likely
to be adopted as the definition of justice in

concern of health ca re price

setting. Please assign a bigger number to the definition that is less likely to be
adopted, and so on.
A. A just price setting mechanism is the one that can ensure parties of exchange
have equal capability to make a claim and transf er their price preference into
price.
B. A just p rice setting sho uld assure that the prices of health care services and
products reflect the value of the services and the products.
C. A just price setting is to charge different people the same price for the same
goods.
D. A just price setting should assure that everyone has the right to m ake a claim
on their price preference. It is just only if the price is set based on a voluntary
willingness and completely free from any intervention.
E. A just price setting procedure is the one that can ensure an equal schem e of
liberty of each individual in claim ing his/her price preference. The inequality
regarding price setting is acceptable only if it can enable the least advantaged
be in a better status that they cannot have in any other society.
F. A just price setting in concern of hea lth care services and products should
assure the satisfaction of the basic h ealth care need. In other word, just price
setting should assure that the basic
affordable.
G. Other
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2. In concern of distribu tive justice in general, w hich principle do you agree
with most?
A. Social welfare should be equally distributed among citizens.
B. Social welfare should be distributed according to citizens’ social contribution.
C. Social welfare should be distributed according to citizens’ need.
D. Every citizen should be treated identically regarding social welfare distribution.
E. People are responsible for their own futu

re. People are entitled to what they

produce. The distribution should be completely free from any intervention.
F. “(1) Each person has the sam e indefeasible claim to a f ully adequate scheme of
equal basic liberties, which sche me is compatib le with the s ame scheme of
liberties for all; (2) Social and economic inequalities are to satisfy two conditions:
first, they are to be attached to offices and positions open to all under conditions
of fair equality of opportunity; and second, they are to be to the greatest benefit of
the least-advantaged members of society.” (Rawls, 2001, P42)
3. Among the following price setting mechanism, which one, from your point of
view, is the justes t price setting mech anism regarding health care services
and products?
A. Market mechanism: prices are set depending on the demand and supply.
B. Government mechanism: prices are set by government
C. Government-market mechanism: prices are set m

ainly through m arket

mechanism. Meanwhile, government interventions are introduced to m aintain
the justice of price.
D. Other:
4. From your point of view , what kind of

role should government take in

achieving justice of health care pricing?
A. Price setter: set the health care prices
B. Regulator: intervene only when there is injustice in health care price setting.
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C. Competitor: Directly provide health care services, products , and insurance.
Raise the competition in health care markets. Influence the p rivate sector and
maintain the price justice as an influential competitor.
D. Other:
5. Based on your understanding of justice regarding health care price setting ,
how do you evaluate the justice status of current health care price setting in
American health care system?
A. Very good
B. Good
C. Average
D. Poor
E. Very poor
6. Based on your knowledge, how the prices are set in your industry?
A. Prices are strictly regulated by government
B. Prices are strictly regulated by industry association
C. Prices are set by influential providers of the industry
D. Individual providers enjoy great autonomy in setting their only prices
E. Individual providers set the prices under the great competitive pressure
F. Other
7. How do yo u evaluate your influential power regarding health care price
setting?
A. Very strong
B. Strong
C. Normal
D. Weak
E. Vary weak
8. Base on your knowledge, who is the most influential party in healthcare price
setting
A. The government
B. The health insurers
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C. The health care providers
D. The public end-users
9. Please describe what factors you consider most in making a price decision.
A. Acquire enough revenue to cover the cost
B. Earn more profit
C. Attract more customers
D. Assure access and satisfy the health care demand of the community
E. Assure the quality of health care
F. Other
10. From what party does your pressure come in concern of price setting?
A. Government
B. Competitors
C. Health care insurers
D. The public end-users
E. Other
F. No pressure
11. Please give a description to the competition status of your industry.
A. Very competitive
B. Competitive
C. Average
D. Less competitive
E. No competition
12. It is accep table for h ealth care industries to be
industries. It is just for health care

operated as most other

providers to strive for high profits

through price setting. To what degree do you agree with this statement?
A. Strongly agree
B. Agree
C. Neither agree nor disagree
D. Disagree
E. Strongly disagree
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13. How would you describe your political views?
A. Very liberal
B. Liberal
C. Moderate
D. Conservative
E. Very conservative
14. How do you describe your health status
A. Very good
B. Good
C. Fair
D. Poor
E. Very poor
15. What is your gender
A. Male
B. Female
16. What is your age?
A. Under 25
B. 25-44 years
C. 45-64 years
D. 65 years and older
17. Please specify your race
A. White
B. Hispanic or Latino
C. Black or African American
D. Native American or American Indian
E. Asian / Pacific Islander
F. Other
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